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THURSDAY, APRIL 12, 1951 


CoNGRESS OF THE UNITED STATEs, 
Jornt ComMITTER ON DeFrensEe PrRopUCTION, 
Washington, D. C. 


The committee met, pursuant to notice, at 10 a. m., in room P-63, 
United States Capitol, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Capehart, and Bricker; 
— Brown (vice chairman), Patman, Rains, Gamble, and 

alle. 

The Cuarrman. I will ask the committee to come to order. I am 
sorry I was late. 

I would like to make just a short statement for the committee about 
this meeting. This committee is charged with the supervision of all 
activities under the Defense Production Act of 1950, and the Office 
of Defense Mobilization and subordinate agencies have properly 
read some of the provisions of the Defense Production Act of 1950 
into the rapid tax-amortization provision of the Revenue Act of 1950. 

On March 19 this committee held an executive session to make a 
preliminary inquiry into the administration of this law. This com- 
mittee’s interest is twofold. I, as chairman, wrote to the chairman of 
the Finance Committee to recommend that some type of provision 
be inserted in the Revenue Act of 1950 to allow tax amortization to 
industries for defense production. I had in mind bona fide industries 
which were required, for instance, to construct plants that they would 
not have built except for war work and that would have little or no 
usefulness after the war. 

Section 216 (124a) of the Revenue Act of 1950 provides an induce- 
ment, which I presume you gentlemen are familiar with. I will not 
quote it, but I will say this much: In this respect the 1950 Revenue 
Act is almost identical with the Second Revenue Act of 1940, under 
which practically all of the privately financed war facilities of the 
1940-45 period were constructed. 

As in the Second Revenue Act of 1940, the Revenue Act of 1950 
permits a business concern, after showing the facilities are necessary 
to the defense effort, to amortize or depreciate the cost of the new 
facilities at the rate of 20 percent a year. This special deduction is in 
lieu of the standard deduction for depreciation. This accelerated 
depreciation is a very considerable advantage to industry, since it 
means lower taxes in the defense period when the tax liability is at 
its highest and when the need for revenue is greatest. 
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It is our purpose to determine before it is too late whether the intent 
of Congress is being carried out and whether the law needs to be 
amended in order to better serve the public interest. In case amend- 
ments are found to be desirable, appropriate recommendations will be 
made to the Finance Committee in order that this provision of the 
law may be made to work in harmony with the great objectives of the 
Defense Production Act of 1950. 

Now, | might say the great concern that I have had is the question 
of the facilities, the certificates of necessity, and the tax amortization 
being rather tied in together. _1 will ask the staff to prepare a mem- 
orandum on this for the record. 

(The memorandum referred to follows: ) 
Apri 11, 1951. 
To: Senator Maybank. 

From: William F. Me Kenna. 
Subject: Certificates of necessity. 

As used in the current mobilization program, the term “certificate of necessit y”’ 
has two distinct meanings. 

(1) Executive Orde +r 10161, dated September 9, 1950, in section 303 refers to 
a “certificate * * as to the necessity for loans, purchases, or commit ments 
as the case may be” as a condition precedent to a RFC cefense loan, a procure- 
ment contract by General Services Administration and the Secretary of Agricul- 
ture, and action by the Secretary of the Interior to encourage mining to obtain 
critical and strategic materials. 

In its regulation governing RFC defense loans, the National Security Resources 
Board defined “certificate” to mean a certificate issued by a delegate agency 
certifying that a loan upon the terms and conditions set forth therein is necessary 
to expedite production and deliveries or services to aid in carrying out Government 
contracts for the procurement of materials or the performance of services for the 
national defense (pt. 601, Code of Federal Regulations). 

Executive Order 10172, dated October 12, 1950, designated as ‘“‘the certifying 
authority’’ for the purposes of granting accelerated amortization for tax purposes 
the Chairman of the National Security Resources Board. His place as certifying 
authority was taken by the Defense Production Administrator under the provision 
of Executive Order 10200, dated January 3, 1951. In this connection the regula- 
tion issued by the National Security Resources Board defined “necessity certifi- 
cate’ to mean a certificate pursuant to section 124A of the Internal Revenue Code 
certifying that the construction, reconstruction, erection, installation, or acquisi- 
tion of the facilities referred to in the certificate is necessary in whole or in part in 
the interest of national defense during the emergency period, and the portion 
thereof attributable to defense purposes (pt. 600, Code of Federal Regulations). 

Priorities for obtaining materials are obtained by using DO ratings. The rules 
for these ratings were prescribed in NPA Regulation 2. In general, ratings are 
assigned by a Government agency to a person or class of persons, who may in turn 
apply the ratings to obtain appropriate materials or services. 

Last week, if I might refer to something personal, I had represent- 
atives of a large firm call on me. They told me that they wanted 
a certificate of necessity to complete certain steel work; that they 
needed certain stainless steel they could not get. They were not 
interested, they told me, in the amortization end of it. 

This committee has been concerned about the statement Mr. 
Fleischmann made at our March 19 meeting, to the effect that these 
larger firms received the certificates of necessity first because the 
smaller firms and the little businesses throughout the country did not 
have appropriate forms filled out or whatever requirements are re- 
quired by those in charge of the certificates of necessity. 

Now, I can understand that naturally the big firms would be all 
ready to go. They have capable lawyers—I mean nothing against 
lawyers, but they have engineers, accountants, and what-have-you— 
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and they can afford to pay men of that type. But the smaller firms 
unfortunately do not have the finances to do that. 

As I understood from Mr. Fleischmann last time—and I can only 
express my Own opinion—it was not the desire, so far as anything 
that I said here is concerned, to stop any certificates of necessity that 
were necessary in the war effort. The thought that I had would be 
to speed up and expedite the certificates that were necessary in the 
war effort and to give the preference that the defense production 
acts provide for small business firms. 

Now, I read with much interest Senator Brewster’s report. I will 
make some excerpts from it a part of the record. 

(The excerpts from the report referred to follow:) 


CERTIFICATES OF NECESSITY 


Certificates of necessity are mentioned in this report on the renegotiation law 
only because they have been the source of considerable war profiteering. Section 
124 of the Internal Revenue Code provided that companies constructing new 
facilities for war production could under certain conditions obtain a certificate of 
necessity permitting them to amortize the cost of such facilities over a 5-year 
period. Furthermore, if the emergency period was declared over prior to the 
end of the 5-year period, the company could accelerate the amortization over the 
period up to the date of such a declaration. About 43,500 certificates covering 
facilities valued at $6,000,000,000 were issued during the war. Until December 
1943, the War and Navy Departments were authorized to issue these certificates, 
and they issued about 39,000. After December 1943, the War Production Board 
issued the balance. 

Practically all the certificates issued by the War and Navy Departments were 
on a 100-percent basis. Thus, a company could amortize the facility’s entire 
cost over the 5-year period or less. However, the War Production Board official 
responsible for issuing certificates of necessity testified that about 80 percent of 
the certificates issued by that Board were for only 35 percent of the cost of the 
facilities. The percentage certificates take into consideration the postwar value 
of the facility and only allow amortization of the war use of the facility. He 
testified that in his opinion the cost of the war could have been reduced by 
$3,000,000,000 if the War and Navy Departments had used a similar percentage 
method. 

Legal profiteering resulted from certificates of necessity. Many companies 
came out of the war with new, valuable, fully amortized facilities which they 
could either use or, as some have done, sell. In this way a facility actually paid 
for out of a contractor’s war taxes was additional war profit to him to the extent 
of its postwar value. High-profit war contractors profited even more when they 
were permitted to accelerate the rate of amortization over the period from the 
date of the certificate to the date of the declaration ending the war emergency. 
This period might be any length of time up to 5 years. 

When a contractor elected to do this, his resulting increased annual amortiza- 
tion expense was credited against excessive profits that price adjustment boards 
may have assessed against him. He would therefore have to refund a lesser 
amount of excessive profits and would own a fully depreciated and probably 
valuable facility. For example, the committee found that 20 of the largest 
oil companies were able to credit amortization in the amount of $59,000,000 
against excessive profits determined after renegotiation to be $65,000,000. These 
companies had to refund only $6,000,000, and in fact paid for these facilities out 
of their excessive war profits. It would seem that these results redounded to the 
financial benefit of the high-profit producer rather than the war contractors who 
had priced closely and made no excessive profits. 

Serious study should be given to the formulation of a procedure under which 
war facilities could be financed by private capital to the greatest extent possible 
and at the same time unreasonable profits prevented. Many administrators of 
the Renegotiation Act think that the largest unjustifiable war profits were made 
as a result of the certificate-of-necessity program. 

(Rept. No. 440, Pt. 6, Investigation of the National Defense Program of the 
Special Committee Investigating the National Defense Program.) 
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The Cuarrman. Senator Brewster, in the Eightieth Congress, took 
over the committee that Senator Truman and Senator Mead had car- 
ried on during the last war. He made a rather scathing attack as to 
what had been done in the last war. I am not going to readit. It is 
a public record, and I guess most people are familiar with it. 

Anyhow, I am going to ask that this be made a part of the record. 

For instance, he says: “Practically all the certificates issued by the 
War and Navy Departments were on a 100-percent basis.” 

Well, I am glad to note that the certificates of necessity you gentle- 
men have issued so far this time are far better than that because some 
of them only run 20 percent and very few run 100 percent. But this 
is what happened last time. 

Then he goes on and says: 

Legal profiteering resulted from certificates of necessity. Many companies 
came out of the war with new, valuable, fully amortized facilities which they 
could either use or, as some have done, sell. 


Then he goes into this long report that Senator Brewster filed on 
April 28, 1948. I guess you gentlemen are familiar with it. If not, 
it is worth reading, because that is just what we do not want to 
happen again: to have a report here 2 or 3 years from now showing 
that these big business corporations profited unduly from tax amor- 
tization—and we have got nothing against big business here; they 
deserve it. Senator Brewster ends up that it is his opinion that the 
cost of the war could have been reduced $3 billion if the War and 
Navy Departments had used a similar percentage method. 

I understand, and I want to say the d with the bad; that this 
time you gentlemen have not gone into this 100-percent amortization 
except in a few isolated cases. 

On the other hand, you have sent me the list up to March 16 
showing that the little-business man of the small-business man, as 
far as I can see, is still sort of out in the cold. You have a lot of 
applications pending. 

How many more, Mr. Harrison, have you gotten that you have not 
certified? You had $7.5 billion last time. 

Mr. Harrison. I would guess, Senator, that they are in terms of 
around a value of eleven-odd billion dollars and probably six-thousand- 
odd requests. 

The CuarrMan. Six thousand requests for around 11 billion? 

Mr. Harrison. Yes. 

(Mr. Harrison’s prepared statement, by direction of the committee, 
follows: ) 


SraTeEMENT or Witii1amM H. Harrison, ADMINISTRATOR, DEFENSE PRODUCTION 
ADMINISTRATION 


Mr. Chairman and members of the committee, it is my understanding you wish 
me to discuss the broad matter of emergency tax amortization, and I welcome the 
opportunity to do so. 

Sound administration of the functions of the Defense Production Act is of 
tremendous importance, for the Congress has granted wide administrative author- 
ity. With particular reference to emergency tax amortization, under section 
124A of the Internal Revenue Code, wise and courageous use of this authority 
can be of far-reaching value in accomplishing the objectives of the Defense Pro- 
duction Act; and similarly, because of the tax benefits to the recipients, there 
must be clear justification for the certifications thus made. 

This was recognized at the outset, and in October of 1950 administrative 
regulations covering this matter were issued by the Chairman of the National 
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Security Resources Board, and approved by the President. Later, with the 
establishment of the Office of Defense Mobilization and its subordinate agency, 
the Defense Production Administration, further clarifying administrative policies 
were established. Your committee has copies of these regulations. 

I personally have been associated with the administration of this important 
matter since its inception; first, in the National Production Authority, and more 
recently in the Defense Production Administration. I am mindful of the meticu- 
lous care which is required in the administration of this statutory authority. 
There must be balanced on the one hand the pressing need for expansion of 
resources and of certain special facilities; and on the other, there must be scrupu- 
lous regard that no tax advantage be granted other than that intended by this 
statute. 

Fundamentally, the election to accelerate the amortization of defense facilities 
is granted a taxpayer by the statute, and our job as certifying authority is to 
carry out the congressional mandate to determine as a matter of fact, on the basis 
of our best judgment, whether a particular facility is necessary for defense, and, 
if so, what proportion of the investment thereof is entitled to enjoy accelerated 
depreciation. Once we have answered that question, the machinery of the law 
takes over and the consequences follow automatically. 

My opinion of the virtues or failings of the statutory scheme cannot alter the 
job the Congress and the President have given us to do. I must say, however, 
that I am convinced emergency amortization is one of the soundest instrumental- 
ities of Government to encourage expansion of industrial strength for national 
security. In this I assume, of course, there will continue to be careful and well- 
balanced administration of these operations, and our organization and procedures 
are being constantly strengthened to attain this end. 

The defense production effort in which we are engaged has been described 
many times; by the Congress as in the opening paragraphs of the Defense Pro- 
duction Act, by the President as in the Economic Report of January 12, and by 
the Director of Defense Mobilization as in his first report on mobilization of 
April 1. 

Without exception, to my knowledge, that production effort has been described 
as consisting of two major parts: first, a rapid increase in our current armed 
strength, planes, tanks, weapons, combat vessels, and all the rest of the modern 
arsenal; and, second, an expansion of our capacity to maintain a strong economy, 
to retard inflation and to be ready to produce armament in a quantity and at a 
speed that would deter or overhwhelm an aggressor. 

Many devices are available to increase the production of military end items. 
Armament procurement is supported by preference ratings, by limitations on 
nonessential uses of materials and facilities, by conversion of peacetime industry 
to war work. For the short run, the explosive effort, these methods are adequate. 
But we must be prepared for quick mobilization at any time over a period of 
years—we must have in being the machinery for war production while production 
for peace continues. 

Emergency controls channel and direct an industrial vitality that is built 
upon normal commerce and trade, Too long continued, those controls would 
weaken our economy, nourish ruinous inflation, and reduce our war-making 
potential. 

From the experience of two world wars, we have learned two outstandingly 
effective ways to increase basic capacity for production. One is Government 
construction ; the other is accelerated amortization for tax purposes. 

Although both methods were used to secure needed expansion in World War 
II—the dollar outlay for Government plants was more than twice the amount 
of expansion certified for tax purposes. 

In the present situation, it is my opinion that in most cases privately financed 
expansion of resources or facilities which are indicated to have postemergency 
use is preferable to the construction of Government plants. On the other hand, 
there likely will be instances where Government-built plants represent the sound 
procedure; and in the revision of the Defense Production Act, authority is being 
os for this purpose. 

emergency amortization operates to encourage expansion by permitting con- 
centration of depreciation allowances in the first few years after construction or 
acquisition of the facility. In effect, it allows the taxpayer to postpone a part of 
his taxes for 5 years. And there is always the possibility of further tax gains in 
that taxes may be lower when the 5 years are up. 

It is not alone in the promise of a possible net gain in taxes that encouragement 
to expansion lies. Emergency amortization helps the taxpayer to finance ex- 
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pansion by telescoping much of the process of capital adjustment into the years 
immediately ahead, when the chances for high income and full use of the new 
facility seem good. 

From the Government’s standpoint, there is put at risk a part of the cost of the 
facility in terms of taxes postponed, and there is the indicated immediate loss of 
tax revenue. Whether the ultimate revenue will be less or greater for the post- 
ponement cannot be known. But neither is there any certainty in the recovery of 
Government investment in its own plants. 

In no case where the expanded facility is anticipated to have postemergency 
utility should the accelerated depreciation be recognized as‘an item of cost in the 
pricing of Government contracts. To do this would be contrary to public interest. 

Applications totaling roughly $16 billion have been received with request for 
certification. Approximately $4.6 billion has been certified at an average of 70 
percent. Normal depreciation allowance would have averaged between 20 and 25 
percent. So we have authorized the concentration of about $2.4 billion in capital 
asset depreciation into the next 5 years, which would normally be spread over 20 
years or more, 

In return there is substantial present expansion in the production of iron and 
steel, and of aluminum. Basic chemicals will be avaliable in larger quantities; 
our rail transportation system will be strengthened. And, not least, our capacity 
for the production of weapons is being greatly enlarged. 

I make no claim the certifications are precise and subject to a formula test. 
Rather, they are based in large measure on factors of judgment in evaluating the 
necessity and the risks involved. We have a limited but well-qualified staff, and 
against the background of existing conditions, I feel we are administering the 
statute to insure the end result the Congress sought, and with meticulous regard 
for the public interest. 

It should be pointed out that the 70-percent figure thus far authorized does 
not represent a cross-section treatment of the entire file of pending applications 
now totaling over $11 billion. Many of the most urgently needed expansions 
have been processed, and the bulk of the remainder will likely fall into a category 
of cases receiving lower depreciation benefits. 

In my judgment, the accelerated depreciation granted is a sound investment 
for the Nation; I think the Congress was very far sighted when it made this 
grant of administrative authority. There will result a far stronger America, a 
more nearly self-sufficient free world, a greater readiness to combat and defeat 
both aggression and inflation in the years to come. 

To facilitate your consideration of the types of expansion thus far approved, 
the attached table will be of interest. A tabulation of the applications received 
as of March 16, the applications granted and those denied as of March 23, has 
been made available to your committee. 


The CHarrRMAN. Yesterday some people came around to my office 
and I did not have a chance to talk with them—we were so busy in the 
Appropriations Committee—but I did speak to them in the cloak room. 
They said they had amortization applications for one or two trucks 
but that they understood—because this committee was looking into 
the amortization—they needed certificates of necessity for these 
trucks and they needed these trucks for small firms. I do not even 
remember the town they came from but they said nothing could be 
done. 

Now, it was not my intention to stop the issuance of certificates of 
necessity. The only intention I had was to carry out the law to see 
that the abuses of the last war were not repeated and to see to it that 
these smaller firms get a fair deal. 

Now, if you have got 6,000 certificates of $11 billion, would you 
know how many of those would be what we call small firms? 

Mr. Harrison. No, I would not. 

The CuarrMan. I realize a small business in steel is entirely different 
from a small business in textiles or a small business in motor carriers. 

Mr. Harrison. No; I am sorry, Senator, I do not know. 

The Cuarrman. Of those that have been granted, from the tabula- 
tion that you sent me on March 16—I asked them to do it for me 
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after I looked over the certificates yesterday evening—classifying 
companies as little business, in case of doubt, the list supplied to the 
committee by DPA shows that as of March 23, 476 applications 
involving facilities worth $1,689,000,000 had been granted to small 
business, and that 249 applications involving facilities worth $2,223,- 
000,000 had been granted to big business for tax amortization. 

Is that correct? 

Mr. Harrison. Senator, sir, I wouldn’t know. I didn’t make that 
tabulation. 

The CuarrMan. We made this from the figures you gave us. 

Mr. Harrison. This sounds quite reasonable. 

The Cuarrman. Now, small business in steel would be quite a bit 
bigger than small business in motor carriers. 

When we were here last time Mr. Fleischmann frankly admitted— 
and I am glad to see that he is here—that the situation vou gentlemen 
were up against was that the big business people were prepared to 
walk in, or whatever you want to term it, and get these certificates 
because they had the proper papers arranged, the proper accounting, 
legal advice, and so forth and so on, but the small ones, as you sug- 
gested, were not quite up to date. Is that right? You were not here, 
General Harrison. 

Mr. Harrison. Mr. Senator, might I say, sir, that I think it is 
quite natural and quite understandable what has happened thus far. 
The allowances that have been made for accelerated depreciation 
involve an expansion of our basic resources and, as a generalization, 
the steel, aluminum, chemicals, and the others, those resources gen- 
erally are operated by large businesses. 

The CuarrmMan. That is true, General, but last time I understood 
that Mr. Foley—and I am not differing with him, I want the record 
to show that. You know you amortized a lot of housing projects, 
do you not? 

Mr. Harrison. No, | don’t. 

The CuarrMan. According to the statement you sent to me you 
amortized houses for Alcoa, Aluminum Co. of America, is that not 
correct? I am not against an aluminum company that has big fac- 
tories all around the country, but why should they have their houses 
amortized, which is according to the statement that you sent? 

They gave amortization certificates for housing applications filed 
by the Aluminum Co. of America, at Massena, N. Y., and the Calhoun 
Development Co. at Port Lavaca and Point Comfort, Tex. These 
applications bore application Nos. TA 2027, 2120, and 2601. 

Now, for the life of me, with all due respect to the Aluminum Co. 
of America because certainly in the last war there were many plants 
built, as to which we had lengthy hearings—I was on the committee 
at the time and when the war was over we disposed of these plants 
I do not see why housing facilities should be amortized, despite the 
fact that they might be in the State of my very dear friend from Texas; 
I just cannot see that. 

The business people come here and say “We do not want any public 
housing.”’ 

Representative Patrman. Specifically, Mr. Chairman, which com- 
pany are you referring to? 

The CuarrMan. This is the Aluminum Co. of America. 
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They told us that before the Banking and Currency Committee. 
I am for private enterprise but I think private enterprise has got to do 
something for itself. 

They go down and see Mr. Fleischmann or Mr. Creedon and they 
get an amortization for houses. That just does not make sense to me. 

You say you have gone into the basic industries. Of course, you 
have gone into steel in a big way; I can understand that. Steel is a 
basic industry. But on the other hand there was a big article in the 
New York Times by the steel people who said they did not want any 
Government help. They come down here and tell us that. They 
make these big statements in New York and have them printed in the 
New York Times, then they come down here, sit down quietly and see 
some people. 

Certainly, steel is one of our greatest industries and I think they 
have done a remarkable job, but what I want to get now is the facts, 
Do they want Government help? Do they want these things written 
in the or or do they not? Do not tell the Banking and Currency 
Committee one thing and then slip down here and get authority to 
amortize houses. 

Here is the article I am referring to: Big Industry Squeezes Little 
Business. ‘Steel men worry on overexpansion: Leaders say capacity 
may be pushed to excessive heights by defense hysteria. Oppose 
local growth. Mr. Olds might have added * * *” and he quotes 
that. I guess you saw all of this. 

I want to make it a part of the record at this point. 

(The article referred to follows:) 


[Trainman News, April 2, 1951] 


Bic Inpustry Squeezes Litrite Business—Bia GoverRNMENT Jotns HANpDs 
To THROTTLE SMALL MANUFACTURERS 


(By Public Affairs Institute) 


Through public announcements, newspaper editorials, and radio commercials, 
steel companies are assuring the public that by expansion of their plants these same 
companies can take care of all defense and civilian requirements for steel. The 
big companies in other basic industries such as aluminum, electric power and 
chemicals are joining in a campaign designed to shut independent businessmen 
out of the capacity expansion program. 

Big business in these basic industries hides the fact that it is assuming the 
right to set the expansion targets for the needs of defense, a full-employment 
peacetime economy and America’s peacetime role in world economic development, 

This campaign also conceals the huge tax concessions and other guaranties 
by the Government to get big industry’s participation in the plant expansion 
program. The tax concessions on defense facilities is a 5-year write-off which 
enables a company to write off defense plant costs at the rate of 20 percent per 
year. This accelerated depreciation means lower taxes for the onde game. 
companies at a time when the tax liability is at the highest and when the nee 
for revenue is the greatest. 

Another fact not understood by the public is that Government officials have 
ignored the mandate of Congress in the Defense Production Act to encourage the 
independent businessmen to construct additional capacity. The act provides 
direct Government loans and Government guaranteed loans to assist businessmen 
in financing additional facilities. The Defense Production Administration has 
failed to encourage independent businessmen to take advantage of these provisions. 

The relative importance of the capacity expansions authorized in the first 5 
months of the Defense Production Act is apparent when compared to the expan- 
sion of plants and facilities of the entire World War IT period. 

Before the expansion of World War II the United States had plants and equip- 
ment which cost about $40 billion. In the 5-year period of World War II Gov- 
ernment and private industry built $25 billion of new plants of which $20 billion 
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were estimated to be usable for oy sap production. Of this $20 billion to.al 
approximately $8.5 billion were built by private concerns. In the first 5 months 
of the Defense Production Act, according to W. H. Harrison, Administrator, 
Nationa! Production Authority, private business had applied for certificates of 
necessity on $10.5 billion worth of plants. Mr. Harrison disclosed that certificates 
of necessity had been issued on $3.5 billion in new facilities, of which $2.6 billion 
were granted the 5-year accelerated depreciation. In the 5 years of World War 
II, 44,000 certificates of necessity were issued for a total of $6 billion of privately 
financed facilities. 
LUCRATIVE INDUCEMENTS 


Why has industry responded so readily to the Government’s program for 
additional capacity? There are two important reasons. First, the 5-year tax 
amortization and guaranteed markets are powerful inducements to big business 
to build additional plants and facilities. Second and perhaps a more important 
faccor is the drive by established producers to maintain their dominant position 
in their respective industries. Industry leaders recognize, albeit belatedly, that a 
high rate of output is here to stay and that new enterprisers will remain in produc- 
tion after the end of the emergency. 

There are two major inducements to business to expand industrial facilities. 
One is the Defense Production Act provision for incentives to businessmen 
through direct loans from Government agencies and by Government guaranties 
of loans made by private bankers. (In aluminum additional inducements have 
been given to insure private financing through a Government guaranty to pur- 
chase the 5-year output of a specified annual capacity rate of operation at a profit- 
guaranteeing price. This is in addition to the tax write-off.) 

The Revenue Act of 1950 provides the second major inducement to business- 
men to build additional plant capacity by permitting the write-off or amortiza- 
tion of such facilities over a 5-year period. In this respect the 1950 Revenue 
Act is almost identical with the Second Revenue Act of 1940 under which prac- 
tically all of the privately financed war facilities of the 1940—45 period were con- 
structed. Asin the Second Revenue Act of 1940 the 1950 act permits a business 
concern—after showing the facilities are necessary to the defense effort—to amor- 
tize or depreciate the cost of the new facilities at the rate of 20 percent a year. 
This special deduction is in lieu of the standard deduction for depreciation. This 
accelerated depreciation is a very considerable advantage to industry since it 
means lower taxes in the defense period when the tax liability is at its highest 
and when the need for revenue is greatest. 


WAY FOR SMALL BUSINESS 


It is the loan provisions of the Defense Production Act of 1950 to which inde- 
pendent business must look if it is to build any of the additional facilities. New 
concerns do not typically have profits on established business operations equal 
to 20 percent of the cost of an entirely new facility. More important, however, 
is the fact that independent businessmen have little access to the private capital 
market nor do they have the accumulated reserves with which to do their own 
financing. Larger concerns, on the other hand, enjoy easy access to the capital 
market and have accumulated reserves. They can finance expansions from their 
own resources and take advantage of the 5-year tax amortization scheme. 

The afore-mentioned inducements plus certain others make the present situa- 
tion favorable to the establishment by local businessmen of new regional centers 
of industry. Steel and many other important basic industries have abandoned 
the practice of freight absorption following a Supreme Court ruling. Under the 
law as enforced by the Federal Trade Commission and upheld by the Supreme 
Court, new producers are free of the threat of having their local market invaded 
by distant established producers. These advantages coming on top of the rearma- 
ment program would seem to make good risks of local producers. 

The only limitations on the establishment of more capacity in any industry are 
necessity for the defense effort, general economic feasibility and the policies of 
the Defense Production Administration and Government lending agencies. 

The policy of the Defense Production Act to promote competitive enterprise 
is clear and unmistakable. The act declares it to be the policy of Congress ‘‘to 
promote the national defense within the framework of the American system of 
competitive enterprise” and to enable small business to make the greatest possible 
contribution “‘toward achieving the objectives of the act.”” Moreover the instruc- 
tions by DPA Administrator Harrison on the percentage to be granted for the 
5-year write-offs say: 
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“Percentages set only for the bigger and stronger companies would be con- 
trary to the requisites in the Defense Production Act that to the maximum 
extent the framework of our system of competitive enterprise would be preserved.” 


BIG BOYS TAKE HOG’S SHARE 


Despite these policy statements there has been almost no use of the lending 
provisions of the Defense Production Act by independent business. The pre- 
ponderant majority of the certificates of necessity have been issued to established 
businesses enterprises that are able to finance the plant additions out of their 
own resources. According to an early report, the first $1.8 billion of construc- 
tion authorized under certificates of necessity included $1.4 billion for expansion 
by established steel companies. 

Once certificates of necessity authorizing 5-year cost write-offs for substantial 
expansion programs have been approved for their industries, spokesmen of such 
favored industries as electric power, aluminum, chemicals and steel have declared 
themselves against the use of public funds for the construction of additional 
facilities. 

The attitude expressed by steel executives in the New York Sunday Times of 
February 4 is typical of the opposition of established industry to erection of 
independent capacity. The Sunday Times had the following headline: ‘“‘Steelmen 
worry On overexpansion: leaders say capacity may be pushed to excessive heights 
by defense hysteria.” 

According to the Times, President White of Republic Steel Corp., the Nation’s 
third largest steel producer, said the steel industry is already overexpanded and 
that the 117,500,000 tons capacity scheduled to be in operation by the end of 
1952 ‘‘is more than is needed to take care of normal needs.”’ He said it is ‘‘not 
necessary”’ to build additional capacity with Federal funds. 

Eugene R. Grace, chairman of the Bethlehem Steel Corp., said that in accom- 
plishing the 117,500,000-ton goal the industry would be well ahead of President 
Truman’s program and that the industry had ‘‘undertaken this program without 
any Government money. * * * I don’t see any use for Government funds 
to add additional steel capacity.” 

Irving 8S. Olds, chairman of the United States Steel, gave the same reasons and 
added others for his opposition to the use of Government funds to finance inde- 
pendent businessmen trying to get a start in making steel. ‘I do noi believe that 
steel mills should be built at times of shortage of materials and manpower unless 
those mills are really necessary. I am not opposed to anyone going into the steel 
business. I don’t like to see Government funds used for some of these proposed 
new facilities because they may be used to satisfy local ambitions.” 


OPPOSE LOCAL GROWTH 


Mr. Olds might have added that the satisfaction of “local ambitions” to which 
he was opposed is, in many instances, based on local ore and coal resources that 
otherwise would not be used in meeting the Nation’s steel requirements. Such 
resources have been used by the Kaiser steel mill in California and the Lone Star 
plant in Texas, built in World War IJ over the opposition of established steel 
interests. These plants made a distinct contribution to the winning of World 
War IT and more recently have supported the national full employment economy. 

Clarence Randall, president of the Inland Sceel Corp., also said that amid the 
current war hysteria there is danger of pressure to build plants where political 
purposes would be served. Mr. Randall also held that the rush to obtain funds 
for new steel plants ‘‘might be the start of socializat‘on or nationalization of the 
steel industry in this country.” 

The arguments against expansion in the Nation’s steel capacity come from the 
same industry sources that opposed expansion in steel making in World War II 
and again in the postwar period. While a number of reasons are given, the real 
reason has been and is that industry leaders want no new independently owned 
steel capacity that can conceivably threaten their monopolistic control of the 
industry. 

Denial of Government funds, as advocated by established members of any in- 
dustry, actually means that there will be no plant construction by new independent 
concerns. Several local groups of businessmen, such as Tidewater industries in 
Virginia, the New England Steel Development Corp., the North American Steel 
Co. of Iowa, and the independent business groups in Tennessee, Kentucky, Michi- 
gan, Texas, California, and other States are seeking to establish new steel facilities 


for their areas. 
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These groups are not affiliated with powerful banking interests and are unable 
to obtain from private sources the enormous amounts of capital necessary to start 
an integrated operation in heavy industry. Only direct loans or guaranteed loans 
by Government agencies will enable these enterprises to get started. 


MONOPOLISTS WANT ALL 


The prospects of getting independent producers into an expansion of aluminum 
capacity is clouded by opposition of established industry producers, numerous 
unending delays by Government agencies and difficulties in getting necessary 
capital with which to finance the new concerns, The National Security Resources 
Board on October 5, 1950, announced an expansion target of 1,000,000 tons for a 
68-percent increase in primary aluminum capacity. The report of the House 
Judiciary Subcommittee on Monopoly describes the attitude of the established 
industry including the Aluminum Corp. of America (Alcoa) as follows: 

“At the outset, responsible leaders were inclined to pass over and to minimize 
merits of offers of independents seeking to enter the field. In fact, Alcoa by a 
full-page advertisement endeavored to demonstrate that there was no shortage 
of aluminum for any military program. 

“The same company made similar statements in 1940 shortly before the capacity 
of the industry was multiplied fivefold.” 

The House Committee comments that 5 months later this too-little, too-late 
program is moving over a “‘labyrinthian obstacle course.’’ The report says: 

“Tt would seem that in the case of aluminum most of the governmental agencies 
involved, including the newer ones, are bogged down in confusion, inadequate 
procedures, diffuse authority, and insufficient leadership.” 

The committee report is far from reassuring that independent aluminum pro- 
ducers, even with Government loans or Government guaranteed private loans 
at 5 percent and guaranteed markets at the average price quoted by the three 
dominant concerns can compete with established producers. The committee 
recognizes that the degree of concentration prevailing in the industry makes im- 
perative the independent control of new capacity. The committee is less certain, 
however, as to how to bring this about and positively shrinks from the remedy of 
Government loans or Government construction of new plants: 

“Only as a last resort, if private loans are not available for independent new 
concerns, should loans be made by Government agencies or plants built by the 
Government as in World War II.’’ 

The dominant producer, the Aluminum Corp. of America, has been declared a 
monopoly by a Federal court and is under the continuing jurisdiction of the court. 
In view of the economic unfeasibility of any appreciable independent private 
expansion in aluminum capacity even with Government assistance, Government 
construction and operation of new plants appears to be the only adequate remedy. 

A congressional committee, in view of the requirements of the situation, should 
be less timorous and indecisive in arriving at the remedies plainly indicated by its 
own investigation. 

Has too much capacity already been authorized? Mr. Charles Wilson, defense 
mobilizer, told a congressional committee February 8 that expansion beyond a 
certain point in steel and aluminum would not be permitted because of the cost in 
scarce materials and manpower. Mr. Wilson said: 

“So you will hear one of these days in the not-distant future, I am afraid, where 
we have cracked down on a lot of these certain lines. 

‘‘Now in every case, aluminum, steel, and so on, we are trying to find the safe 
limit that we can go for this next 3-year period.”’ 


GOALS ARE SET SHORT 


What are the safe limits? Are the 117,500,000 tons of steel considered sufficient 
by the industry and the 1,000,000 additional tons of aluminum the safe limits? 
There is serious and well-qualified opinion that both targets are insufficient either 
for the purpose of a high-level peacetime economy with its global responsibilities 
or for the defense and civilian economy of the present. In aluminum, for example, 
a publication of an investment banking concern affiliated with the Aluminum 
Corp. of America forecasts rapid increases in the use of that metal in the next 
few years. 

The capacity targets for steel and aluminum and other basic industries have 
been set without adequate consideration of the needs of the entire economy. 
These goals will affect the standard of living for a generation of Americans. They 
should be determined by representatives of the different sectors of the economy, 
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including labor, industry, and consuming interest on the basis of expert knowledge. 

The record certainly indicates that such decisions cannot be left to the spokes- 
men of industries having long records of capacity restriction. 

Three important questions arise out of the plant expansion program. Is the 
inducement of the 5-year write-off period necessary to persuade business to 
construct plants the output of which the Government stands ready to purchase? 
Is the granting of certificates of necessity—authority for 5-year write-off—to 
dominant and financially entrenched members of industry consistent with the 
requirements of the Defense Production Act to encourage independent business 
enterprise to make the greatest possible defense contribution? In the interest 
of competitive enterprise it is advisable for the Government to construct addi- 
tional capacity? 

The original 5-year amortization scheme was adopted in the second revenue 
Act of 1940. France had just fallen and her industrial capacity lost to the Nazis. 
There was great fear for Britain’s fate. President Roosevelt and his advisers 
saw the need for and immediate additions to United States industrial capacity. 
Mindful of the great depression and with several million workers unemployed, 
businessmen had no confidence that there would be peacetime markets for the 
output of new plants. Chairman Doughton, of the House Ways and Means 
Committee, expressed the prevailing view. He said: 

‘These plants are erected for a special purpose, namely, the production of war 
materials. When the war is over they will in the main be useless. For this 
reason, the bill permits a very rapid depreciation of the cost of such facilities. 
Assuming that the emergency will be over in 5 years, the bill permits a complete 
write-off of the cost within the 5-year period.”’ 


PRODUCTION STAYS HIGH 


These fears proved groundless. As a result of the expansions undertaken 
during World War II and in the period 1945-50, the Nation’s basic industries 
sustained an all-time high rate of industrial output of finished goods which in 
itself created additional demands on these basic industries. 

Probably the 5-year depreciation allowance was necessary in 1940. In 1950 
when the economy had been operating for 5 years with a shortage of capacity in 
all basic industries a special allowance such as accelerated depreciation seems an 
unnecessary gift. The very magnitude of the preparedness program and its 
assurance of markets for the additional capacity is well understood by industry. 
Of equal importance is the fact that industry is being reequipped with more 
efficient plants than any existing today, and concerns taking advantage of the 
extraordinary markets created by the defense program to construct more capacity 
will have a market advantage in the postdefense economy. 

There is another consequence of an accelerated depreciation policy. Secretary 
of Interior Chapman recently said: 

“It would deprive the Treasury of tax revenues from one source which under the 
President’s pay-as-you-go policy for financing preparedness, would have to be 
made up by heavier taxes on other parts of our economy.”’ 

The second important consideration in the plant-expansion program involves 
the lack of policy on economic concentration. Attention has already been directed 
to what appears to be a complacent policy of giving big business tax advantages 
to induce the construction of plants for the output of which the Government has 
guaranteed a market. But for independent business interests there is no definite, 
well formulated policy of getting the participation of such interests in the plant- 
construction program through Government loans and other Government guaran- 
ties. The failure of the Defense Production Authority is the more disappointing 
because of the unusual opportunity to serve the public ends of regional economic 
development and the encouragement of competition. 

Independent business is confronted by vexing problems in undertaking inte- 
grated production in many industries. Capacity can be added by established 
industries merely by ‘“‘rounding out”’ existing facilities at a much lower cost than 
organizing a new integrated plant. United States Steel is building a new inte- 
grated plant. It has its own supplies of coking coal and ore, its own experienced 
engineering staff, and other advantages over a new entrant into the industry. 
On the other hand, the New England Steel Development Corp., which was. 

ranted a certificate of necessity for a $250,000,000 plant in Connecticut, is con- 
ronted by such problems as supplies of coal, and ore, by the assembly of engi- 
neering and sales staffs and by financing. These problems must be resolved 
before a newcomer can be established. 
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Can these hurdles be made by a new private concern? The costs appear very 
reat. The New England group is reportedly negotiating with the Bethlehem 
teel Corp. to take over its project. If the Bethlehem company finally decides 

to build the plant—a consummation greatly desired by the New England in- 
terests—there will be no gain for independent business. 

There can be no significant additions to capacity in basic industry by unaided, 
private, independent groups. Aluminum and steel are indicative of the vast 
problems in the solution of which independent businessmen need Government 
assistance. The only practicable method of lessening the concentration in the 
control of these industries appears to be through Government construction and 
eventual disposal of these plants to independent businessmen. 

Instead of placing the emphasis on private financing of more capacity by old 
established concerns, it is recommended that the Government take the following 
action: 

(1) Reexamine the wisdom of the 5-year amortization allowance with a view 
to reducing it or completely ending it. 

(2) Establish a new Defense Plant Corporation or similar agency to examine 
all defense plant construction proposals, and to give positive encouragement and 
counsel to independent enterprises. 

(3) Encourage new independent enterprises to enter into monopolistic indus- 
tries through a vigorous promoted loan program. Where necessary the Govern- 
ment could guarantee loans and contract the annual output as was done in 
aluminum. he attorney general could be asked to recommend a list of indus- 
tries where Government loans and guaranties, and, where necessary, direct 
Government construction should take precedence over private financing by 
established concerns. 

(4) Enact a law to provide direct Government construction of plants in highly 
concentrated industries where private independent capital is unequal to the tusk. 


Mr. Harrison. Mr, Senator, we have to operate on the basis of 
official records. Applications are made to us by the steel companies 
insisting that they need this Government aid. We granted it because 
we consider that expansion of the steel industry is not only essential 
to the defense effort but essential to the national security broadly. 

The CuarrMan. I agree on that but I just wanted to point out the 
facts. They come down and ask you for a certificate of necessity and 
tax amortization, and then go back home and say they do not want 
any Government help, they do not need any Government help, and 
so forth and so on. 

Now, what about this Aluminum Co.? Why should they amortize 
a housing development for the Aluminum Co. of America? That puts 
the private housing people out of business, I should imagine, unless 
they made a contract like we made with FHA. 

Mr. Harrison. Mr. Senator—— 

The CuHarrman. I do not mean to pick on the little things, but I am 
just showing you what is going on. 

Mr. Harrison. No. Of course. But I would like to say again: 
We need a large expansion of the aluminum industry again for the 
defense effort and again for the national security. 

The CuHarrMan. | agree on that but, Mr. Harrison, we just got 
through 2 months of hearings, January and February, on the defense 
housing bill and you gentlemen testified or sent statements down here 
mares that the bill was necessary, but the entire hearings, before 
the committee wrote up the bill, and the whole debate in the Senate 
was against any public housing, to let the FHA go along, or whatever 
agency you had. 

So we passed the housing bill. Why do they have to be amortized 
after we pass the bill? If they are in a critical defense area—certainly 
Mr. Wilson has that right—they can get priority. 
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Mr. Harrison. | must confess | do not know the details as to each 
of these individual applications, 

The CuHatrMaANn. You say there are 6,000 requests? 

Mr. Harrison. Yes, 

Senator Capesart. Mr. Chairman, may I ask a question? 

The CHarrman. Yes. 

Senator Capenart. General, I presume you have already ascer- 
tained the exact amount or the approximate amount in dollars and 
cents of the necessity certificates that will be needed in the war effort? 

Mr. Harrison. No, sir, we have not. 

Senator Capenart. Have you arrived at the point of whether it 
should be 10 billion, 20 billion, or 30 billion? 

Mr. Harrison. I regret very much, sir, I don’t know. 

Senator Capenart. Who would be able to tell us? 

Mr. Harrison. I don’t think, sir, anybody would be able to tell 
you at this stage. What we are doing is taking individual programs, 
program by program, trying to get a feel of it, trying to get a feel of 
the extent of the expansion necessary, and thus far our authorized 
program has been tabulated against individual program studies. 

Now, we have not gone through the whole list. 

Senator Capenart. So far as you know, the Munitions Board or 
the procurement agencies or nobody has set out that there is X steel 
production in America, X aluminum production, X copper production 
in America, there is X amount of floor space in America, there is X 
number of tool machines in America, and arrived at the number and 
the amount in each of those categories and many other categories that 
will be needed to finish this war effort? In other words, nobody 
knows? 

Mr. Harrison. Yes, Senator, people do know, and with respect 
to those particular programs that you have spoken of, we do have 
knowledge, we do know how much steel is needed, we do know how 
much aluminum is needed, and we do know how much copper. We 
know about those programs, but there are many other programs that 
we have not yet analyzed and completed our studies on and we don’t 
know in those areas what is involved. 

Senator Capenart. But nobody knows the total dollar value that 
may be needed or may be amortized? 

Mr. Harrison. That is correct, sir. 

Senator Capenart. There is one thought I have and one thing 
that concerns me just a little bit; that is that there is always this 
possibility: We may be permitting amortization here in many, many 
instanees—for example, to build new factories or to do certain things— 
for which the facilities are now existing in the United States but no 
one has ascertained where they are located. 

In every amortization case do you have a department or a policy 
where you say: “Here is a gentleman who wants to build a new 
factory. He wants this, that, or the other thing in order to complete 
a war order.’”” Do you canvass the entire United States to say: 
“Maybe that facility is some place else; maybe those tool machines 
are available some place else and maybe we don’t need to do this 
because maybe there is some small manufacturer out here or some 
big one who has the facilities, who could make this particular product 
without constructing new facilities or purchasing new tool machines?”’ 
Do you have any system for ascertaining that? 
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Mr. Harrison. Senator, in the sense that you ask the question, we 
have no facilities for doing the precise job. We have a facility for 
doing what I would call a rough operating job. 

Now, we are attempting to refine that by establishing regional 
operating offices and we hope to be able physically, within a given 
region, to be certain that no accelerated depreciation allowance is 
granted for a facility in that region if there be another usable facility 
in that region. 

Senator CapreHart. Why do you limit it to regions? 

Mr. Harrison. Because, as a practical matter, if an expansion 
originates in Connecticut, in theory we ought to explore every section 
of California to be sure there is no facility, but in practice I don’t 
think we can do it. ' 

Senator Capenart. My thought is that here is a firm who presents 
to you a necessity certificate, let’s say to build an addition to his 
plant of 10,000 square feet or 100,000 square feet. He has the orders, 
they have been awarded to him. If he is going to complete that 
order, he must have more floor space. 

Now, before you issue that certificate do you make certain there is 
not somebody across the street from him or the other side of the city 
or in the next town that could well take half of that order, put it in 
his factory, and do the job, eliminating the necessity for new con- 
struction, new tool machines, likewise giving the fellow across the 
street or across town or in the next town a defense production order? 

Mr. Harrison. Yes, we do that. 

Senator Capenarr. Do you go into that pretty thoroughly? 

Mr. Harrison. We do that, Senator, and we have had standing 
instructions for several months that no such facility expansion be 
authorized and, to the best of my knowledge, none has been author- 
ized along that line. 

I have a statement, Mr. Chairman. I would appreciate it if vou 
would be good enough to let me read it. 

Senator CapEeHART. Let me ask one more question. 

The CuarrmMan. Then we will not interrupt until you are through 
with your statement. 

Senator Capenart. Do you give necessity certificates to individuals 
and corporations where the Government is furnishing all of the 
funds, that is, loaning them all of the money to do the job? 

Mr. Harrison. In the first place, Senator, it is again an operating 
matter. The question of a certificate of necessity is considered alone, 
and the next step, which sometimes has happened, is that a request 
for loan application comes in. 

1 know of no case where the Government has loaned anything like 
100 percent of the money that is involved in the construction. 

Senator CapeHArRT. I am quite certain it was the intention of the 
Congress that certificates of necessity were to be issued to private 
industry on the theory that private industry would then use their 
own money, their own funds, in the construction of the facility or the 
machinery. But I have before me here a case. For example, | 
have the prospectus of the Lone Star Steel Co., in which they have 
been given a necessity certificate covering $73.5 million. The Re- 
construction Finance C Meet ng ation loaned them $50,000,000 in one 
loan and in another, $23,500,000, and yet they were given a necessity 
certificate. 
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The Cuatrman. What was the percent there? 

Senator Capenarr. I do not know. I think it was 85 percent. 

Mr. Harrison. I think it was 85 percent, Senator. 

Senator Capenart. Now why, if the RFC is going to furnish all of 
the money and take a chance on losing it, why should you give them a 
necessity certificate? . 

Representative Patman. Mr. Chairman, that is an attack on a 
company in my district which I sponsored personally. 

Senator Capenart. I was just using that as an example. 

Representative Parman. I know, but it is an attempt, I believe to 
use it as a bad example. 

The Cuarrman. Congressman Patman, do you desire now to make 
a statement? 

Representative Parman. Yes, I desire to make a statement now. 

The distinguished gentleman from Indiana, Mr. Capehart, has left 
the wrong impression. Possibly some of these certificates of necessity 
are unwarranted; I don’t know. But I know that this one, under 
existing law, is warranted and I know, too, that the gentleman left the 
wrong impression when he left the impression the Government was 
putting up all the money. That is not correct. 

The truth is prior to World War II, when the Government was out 
looking for iron ore reserves and asking people to put their money 
into projects for the purpose of making pig iron and steel, this project 
was commenced but, because the big steel fellows were chairmen of all 
of these boards in WPB, after it was approved we had to almost 

ersonally appeal to the President of the United States and Mr. 
Jonald Nelson to get every bolt, nut, and screw. We were stopped at 
every turning of the road. 

But, finally, with all that United States Steel and other opposition, 
we got the blast furnace, not completed but partially completed, on 
top of ore reserves as large or larger than there are in the State of 
Venezuela or Labrador, either one, right here in the United States of 
America. But the big steel companies were determined that steel 
would never be made there. 

Well, when the war was over the company was there, the Govern- 
ment had spent about $30,000,000 there and also in nearby Oklahoma 
for coal reserves. The Government offered that plant for sale. Our 
people locally, 4,000 stockholders, put in $1, $10, $50, on up to as 
much as they could, and bought that plant from the Government 
without the aid of any Government capital, without the aid of an 
RFC loan. They bought it and paid as big a price for it as United 
States Steel or any of the other companies paid for facilities that 
they bought from the United States Government. They did not get 
any favors of any kind whatsoever, and they paid the money for it. 

, there is $7,500,000 that the company was out. They spent 
between $5,000,000 and $10,000,000 of their own capital then finishing 
that plant and getting it ready for production. At the time it was 
bought from the Government, pig iron had never been made at the 
plant and big steel fellows were saying it would never be made there. 
The big seal companies were successful in stopping this plant during 
the war. 

All right. In addition to that, the company, in order to get this 
loan of $73,000,000, $50,000,000 from the RFC and $23,000,000 from 
NPA, had to agree to put up $9,000,000, which they have done. And 
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they have down there, Senator Capehart, property that has been 
appraised as being worth $56,000,000, and that is not the Govern- 
ment furnishing all the money for a project of that kind. It was a 
good, bankable loan. The collateral is $56,000,000 worth of property 
plus $9,000,000 in cash. 

Our people went to see representatives of insurance companies, 
investment companies, and big banks. Our banks were not large 
enough. They had no trouble selling the examiners, the investigators, 
and engineers that this was a good, bankable loan for a steel company 
right there on top of ore that would last 100 years, within 7 miles of 
the plant. The reports were enthusiastic from the insurance com- 
panies, banks, and investment companies; more than one; nearer six. 

But every time, invariably, when that report reached the top board 
of directors upstairs around that big directors’ table where there was 
Mr. Big Steel, Mr. Big Automobile, and Mr. Big Bank, they turned it 
down every time. Because it was a bad loan? No; it was a good 
loan. They turned it down because our people were not wanted in the 
steel business. That is why they were turned down and that is why 
you will ruin every small business in this country if you scuttle RFC. 
That is their only source of venture capital. Venture capital has 
dried up in cases like that. 

We were compelled to go to RFC. The banks, insurance and 
investment companies would not let us have it because they are 
hooked up with the big steel companies and others. 

That is not chicken feed the company is putting up for the loans. 
That is something substantial, $56,000,000. They have a prospect 
there that is unequaled. 

There is a difference in amortizing a loan like that for tax purposes 
and United States Steel. United States Steel gets its needed capital 
by increasing prices. It is cost-less capital. If capital is borrowed 
from the bank it is six-sevenths public credit. 

United States Steel comes in on five certificates and gets $460,000,- 
000. New England Steel, $250,000,000. Bethlehem Steel, $229,- 
000,000. Jones & Laughlin, $171,000,000. Armco, $165,000,000. 

Republic Steel, $115,000,000. Youngstown, $98,000,000. Pueblo, 
$80,000,000. 

Now, the difference in Lone Star and these companies is that 
United States Steel will make either way. They have earnings. 
They are bound to get the benefit of this. Lone Star only gets the 
benefit of it if they earn it, if they make a success in the steel business 
when the steel mill is completed. 

And so it is with all the other smaller companies. This is giving a 
gravy train to the big steel companies and putting Lone Star on its 
own, which is all right, but certainly they are not entitled to be 
criticized for it. They should be commended for it. 

So I insist that the statement, the inference that was made that 
Lone Star was being given a bonus or a subsidy or benefits or advan- 
tages to which they are not entitled with the capital furnished by the 
Government, is not only an erroneous impression and the wrong 
inference, but absolutely incorrect. 

Senator CapeHArt. May I make a statement, Mr. Chairman? 

The Cuarrman. Yes. 

Senator Capenart. I asked the question of the general as to 
whether or not they were issuing necessity certificates to corporations 
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in which the Government was loaning all of the money to cover the 
facility for which they were issuing such necessity certificates. I 
used as an example the Lone Star Steel Co. 

The facts are that the RFC loaned them $50,000,000 and then you 
authorized the RFC under the Defense Production Act to loan them 
another $23,500,000, which makes a total of $73,500,000. 

Then you turned around and gave them a necessity certificate 
covering the $73,500,000. That is correct, is it not? 

Mr. Harrison. No; I do not know that that is correct. It may 
be that the figures work out that way, Senator. I don’t know. 

Senator CapeHArT. Well, that is correct. 

Mr. Harrison. I don’t happen to have the figures as to how the 85 
percent works out. 

Senator Carenart. It is correct. 

Now, my question was, or the statement that I made was, that I 
do not think it was ever the intention of the Congress that you would 
both furnish the money and issue necessity certificates; that the idea 
of necessity certificates was that private industry would use their own 
capital and, if we passed a necessity certificate law or an amortization 
law, it would encorage private industry to use their own capital 
rather than the Government having to furnish it. 

Now, let me give you the facts about the Lone Star Steel Co., 
which I had not intended to do until the able Congressman spoke. 
But the facts about the Lone Star Steel Co. are: They purchased 
for $7,500,000 a $30,000,000 facility from the Government when the 
war ended. Now, RFC loaned them $1,000,000 in addition to that 
for working capital—-— 

Representative Parman. Now, Senator Capehart, I know you want 
to be fair. 

Senator Capenart. Wait a minute. Let me finish. 

Representative Parman. I know you want to be correct, but that 
last statement is not correct. 

Senator Capenart. Well, it is correct. 

Representative Parman. The RFC did not loan them $1,000,000 
for operating capital. That part is not correct. 

Senator Capenart. What was the money for? 

Representative Parman. The information is not correct. 

Senator Capenart. How much did they loan them? 

Representative Parman. Not one penny; not one penny. And 
the amount they paid for that plant was the same ratio that United 
States Steel and Republic and Bethlehem paid for other plants, the 
same ratio exactly. 

Senator Carpenarr. I do not question that. 

Now, the Congressman says that the big fellows will get the benefit 
of the amortization because they are making money. 

Well, I have a statement here of Lone Star Steel and they made 
money every month for the last 3 or 4 years. According to their 
statement they are very successful. 

I am not criticising the RFC loan, I am not criticising you for 
making the amortization certificate, but this is a gocd example as to 
whether or not it is in the best interests of the country and whether 
or not we should furnish all the money—meaning the Government— 
and at the same time issue necessity certificates. 
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I have before me the Lone Star Steel Co.’s prospectus from which 
they are selling stock, issued by the Securities and Exchange Com- 
mission. Their stock has a loan value, according to this it has a 
book value of $4.50 a share and they are selling it for $9 a share. The 
whole prospectus is built around the fact that the Government has 
just loaned them $73,500,000 and that your agency has given them a 
necessity certificate or an amortization certificate. 

I just wondered how many more certificates are going to concerns 
where the Government is furnishing all the money to construct the 
specific facility on which you are giving them the necessity certificate 
or the amortization certificate? 

Mr. Harrison. Mr. Chairman, | think it would be helpful if I 
might be permitted to lay the broad background of this thing. 

The Cuarrman. I think that would be in order for the reason that 
we do not want to get into individual plants of this kind because you 
certainly granted it to the other steel companies. 

Senator Carenarr. But you did not loan them the money to build 
the facilities. 

Representative Parman. But, Mr. Chairman, this must not be left 
as it isin the record. Senator Capehart is doing a great injustice to a 
new company in this country. 

Senator Capesart. I do not intend to. 

Representative Parman. He said the prospectus disclosed that the 
value of that stock was $4.59 and they were selling it for $9. If you 
take the appraised value of what Lone Star actually owns, the ap- 
praisal made by outstanding engineers of the United States like A. J. 
Barton & Co. and others, the value of that stock now is worth more 
than $20 a share, nearer $25 a share, so the inference should not be 
put out that it is only worth $4.50 and they are selling it for $9 on the 
basis of some benefit they are getting from the Government. I think 
that is an erroneous impression and I want to correct it. 

Senator Capenartr. Well, I hold in my hand the prospectus issued 
by the Securities and Exchange Commission and I am using their 
very figures. 

Representative Parman. I know the facts in it. I do not have to 
turn to that. And I have written lots of letters to RFC about this, 
too. 

Senator Caprnart. This is public property. 

Representative Parman. My only complaint is that I did not have 
enough influence or it would have been put over a long time ago. 

Mr. Harrison. Mr. Chairman, could | 

The Cuarrman. Mr. Congressman, I might say this: I do not think 
it is the intention of the committee and I do not think it is the inten- 
tion of any of the Senators or Congressmen to try to evaluate the 
value of the stock. That is up to the Securities and Exchange Com- 
mission and other governmental agencies where the prospectuses are 
put out under law. 

Our idea was to have you here today, as I said, to find out what 
you have done for little business and what you think about what 
amendments are going to be recommended, because a new bill is going 
to be up here, as you know, shortly, and there is dissatisfaction with 
the present handling of the certificates of necessity and the amortiza- 
tion certificates. That is natural. But we want to know how we 
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can correct that dissatisfaction that might exist and what you have 
done for smaller business. That was my idea of the meeting, because 
we want to write the law next time—and it expires on June 30 and 
the hearings start here on May 1—so that there will be no misunder- 
standing because the small business man has not the aptitude or 
whatever you call it, as Mr. Fleischmann testified the last time here, 
to come in here. What are you going to do for him? You have 
11 billion dollars’ worth of applications. 

Without objection, Mr. Harrison will proceed and there will be no 
more questions until he gets through. Is that agreeable? 

Senator Roserrson. I want to ask a question when he gets through. 

Mr. Harrison. Mr. Chairman, I appreciate that. 

Might I say, before I start with the reading of the statement, to put 
the question that Senator Capehart raised in proper perspective——— 

The CHarrMan. That would be all right. 

Mr. Harrison. There has been $4,500,000,000, roughly, of projects 
treated for acceleration, There has been $58,000,000 loaned. 
$58,000,000 against $4,500,000,000. 

Senator Capenart. $58,000,000 loaned? 

Mr. Harrison. That’s right, against $4,500,000,000. 

Senator Capenart. And $23,500,000 of that went to the Lone Star? 

Mr. Harrison. The Lone Star; yes, sir. 

Senator Caprenarr. And, of course, the RFC on their own account 
loaned them an additional $50,000,000? 

Mr. Harrison. That is right. 

Senator Cappxartr. Which, of course, is still a part of the Govern- 
ment. 

Mr. Harrison. That’s right. 

The CuarrmMan. Will you proceed now, and no more questions until 
you get through. We will make notes of what we want to question 
you about. 


STATEMENT OF WILLIAM H. HARRISON, ADMINISTRATOR 
DEFENSE PRODUCTION ADMINISTRATION 


Mr. Harrison. It is my understanding, Mr. Chairman, you wish 
me to discuss the broad matter of emergency tax amortization, and 
I welcome this opportunity to do so. 

The CuarrMan. And any amendments you might wish to suggest. 

Mr. Harrison. Sound administration of the functions of the 
Defense Production Act is of tremendous importance, for the Congress 
has granted wide administrative authority. With particular reference 
to emergency tax amortization under section 124A of the Internal 
Revenue Code, wise and courageous use of this authority can be of 
far-reaching value in accomplishing the objectives of the Defense 
Production Act and, similarly, because of the tax benefits to the 
recipients, there must be clear justification for the certifications thus 
made. 

This was recognized at the outset and in October of 1950 adminis- 
trative regulations covering this matter were issued by the Chairman 
of the National Security Resources Board and approved by the 
President. Later, with the establishment of the Office of Defense 
Mobilization and its subordinate agency, the Defense Production 
Administration, further clarifying administrative policies were estab- 
lished. Your committee has copies of these regulations. 
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I personally have been associated with the administration of this 
important matter since its inception, first in the National Production 
Authority and, more recently, in the Defense Production Adminis- 
tration. 

I am mindful of the meticulous care which is required in the admin- 
istration of this statutory authority. There must be balanced on the 
one hand the pressing need for expansion of resources and of certain 
special facilities and, on the other, there must be scrupulous regard 
that no tax advantage be granted other than that intended by this 
statute. 

Fundamentally, the election to accelerate the amortization of 
defense facilities is granted a taxpayer by the statute and our job as 
certifying authority is to carry out the congressional mandate; to 
determine as a matter of fact, on the basis of our best judgment, 
whether a particular facility is necessary for defense and, if so, what 
proportion of the investment thereof is entitled to enjoy accelerated 
depreciation. Once we have answered that question, the machinery 
of the law takes over and the consequences follow automatically. 

My opinion of the virtues or failings of the statutory scheme cannot 
alter the job the Congress and the President have given us to do. I 
must say, however, that I am convinced emergency amortization is 
one of the soundest instrumentalities of government to encourage 
expansion of industrial strength for national security. In this I 
assume, of course, there will continue to be careful and well-balanced 
administration of these operations, and our organization and pro- 
cedures are being constantly strengthened to attain this end. 

The defense production effort in which we are engaged has been 
described many times; by the Congress as in the opening paragraphs 
of the Defense Production Act; by the President as in the Economic 
Report of January 12; and by the Director of Defense Mobilization 
as in his first report on mobilization of April 1. 

Without exception, to my knowledge, that production effort has 
been described as consisting of two major parts: First, a rapid increase 
in our current armed strength—planes, tanks, weapons, combat ves- 
sels, and all the rest of the modern arsenal—and, second, an expansion 
of our capacity to maintain a strong economy, to retard inflation, and 
to be ready to produce armament in a quantity and at a speed that 
would deter or overwhelm an aggressor. 

Many devices are available to increase the production of military 
end items. Armament procurement is supported by preference rat- 
ings, by limitations on nonessential uses of materials and facilities, by 
conversion of peacetime industry to war work. For the short run, the 
explosive effort, these methods are adequate. But we must be pre- 
pared for quick mobilization at any time over a period of years; we 
must have in being the machinery for war production while produc- 
tion for peace continues. 

Emergency controls channel and direct an industrial vitality that 
is built upon normal commerce and trade. Too long continued, these 
controls would weaken our economy, nourish ruinous inflation, and 
reduce our war-making potential. 

From the experience of two World Wars, we have learned two out- 
standingly effective ways to increase basic capacity for production. 
One is Government construction; the other is accelerated amortization 
for tax purposes. 
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Although both methods were used to secure needed expansion in 
World War II, the dollar outlay for Government plants was more than 
twice the amount of expansion certified for tax purposes. 

In the present situation it is my opinion that in most cases privately 
financed expansion of resources or facilities which are indicated to have 
postemergency use is preferable to the construction of Government 
plants. On the other hand, there likely will be instances where Gov- 
ernment-built plants represent the sound procedure, and in the 
revision of the Defense Production Act authority is being requested 
for this purpose. 

The CuHarrmMan. Would you repeat that, please? 

Mr. Harrison. On the other hand, there likely will be instances 
where Government-built plants represent the sound procedure, and 
in the revision of the Defense Production Act authority is being 
requested for this purpose. 

The CHarrMan. We were not going to interrupt you; but, since 
you brought the new act in, the new act will cover, insofar as certifi- 
cates of necessity are concerned, through this committee—and, of 
course, the tax amortization is handled by the Finance Committee-— 
but you recommend to this committee as you stated there? 

Mr. Harrison. Yes. 

The Cuarrman. The authority to grant this? 

Mr. Harrison. For Government-built plants, because I think there 
will be instances where the sound procedure would be for the Govern- 
ment to build the plant. 

The Cuarrman. I do not think, Mr. Harrison, you should object if 
we ask questions on a thing like that, because this committee is vitally 
concerned with the new act which will be up here later. 

Senator Bricker. Mr. Chairman, may I ask a question at that 
point? 

The CHarrmMan. Yes. 

Senator Bricker. Have you any instances in mind of any kind or 
character of development? 

Mr. Harrison. Yes, Senator Bricker. I would like to illustrate a 
tvpe of case. Supposing a particular facility is being constructed for 
a peculiar type of war matériel. I will take guided missiles, for 
example. 

Senator Bricker. Say, something comparable to atomic energy? 

Mr. Harrison. Yes. Which likely would have no post-emergency 
use. 

Senator Bricker. And no experience upon which to predicate the 
development. 

Mr. Harrison. Yes. It would seem to me in those instances it 
might well be sounder procedure for the Government to consider 
building the plants. 

Senator Bricker, It would be in the direct building, likely, then, 
of armament or war matériel? 

Mr. Harrison. And machinery and tools and in that type of case. 

Senator Capenart. Something that was 100 percent used at the 
moment by the armed services and that would only be used by the 
armed services and would continue to be used by the armed services? 

Mr. Harrison. That would likely be the case, Senator. 

The CuarrmMan. Congressman Talle wanted to ask a question on 
the point of the new bill. 
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Representative Tautie. Mr. Chairman, Senator Bricker, the gentle- 
man from Ohio, asked the question I had in mind. Thank you. 

Mr. Harrison. Emergency amortization operates to encourage 
expansion by permitting concentration of depreciation allowances in 
the first few years after construction or acquisition of the facility. 
In effect, it allows the taxpayer to postpone a part of his taxes for 
5 years, and there is always the possibility of further tax gains in 
that taxes may be lower when the 5 years are up. 

Senator Capruarr. Will you yield just one moment? 

I have always been in favor, and still am, of permitting 5-year 
amortization of both new and old facilities on the part of everybody 
in the United States, whether it be $10 or $100,000,000. I think it 
ought to be done. It would be one of the best things that could 
possibly happen for our country. It would treat everybody exactly 
alike, so that anybody and everybody, regardless of who they are or 
what the facility was, whether it was a new facility or an old facility, 
could have that. 

I have introduced a bill to do that on three or four different occa- 
sions. 

Representative Patman. In time of peace the same as in time of 
war? 

Senator Caprnarr. In time of peace the same as in time of war, 
yes; but give everybody the right to do it. 

The Cuarrman. Are you going to recommend that in your new 
bill? 

Mr. Harrison. No; I don’t think we are going that far. 

The CuarrMan. This is only the basic principle? 

Mr. Harrison. That is right. 

It is not alone in the promise of a possible net gain in taxes that 
encouragement to expansion lies. Emergency amortization helps the 
taxpayer to finance expansion by telescoping much of the process of 
capital adjustment into the years immediately ahead when the chances 
for high income and full use of the new facility seem good. 

From the Government’s standpoint, there is put at risk a part of 
the cost of the facility in terms of taxes postponed and there is the 
indicated immediate loss of tax revenue. Whether the ultimate 
revenue will be less or greater for the postponement cannot be known, 
but neither is there any certainty in the recovery of Government 
investment in its own plants. 

In no case where the expanded facility is anticipated to have post- 
emergency utility should the accelerated depreciation be recognized 
as an item of cost in the pricing of Government contracts. To do 
this would be contrary to public interest. 

Applications totaling roughly $16,000,000,000 bave been received 
with request for certification. Approximately $4,600,000,000 has 
been certified at an average of 70 percent, a shade under 70 percent. 
Normal depreciation allowance would have averaged between 20 and 
25 percent rather than the 70 percent that has been authorized. So, 
we have authorized the concentration of about $2,400,000,000 in 
capital-asset depreciation into the next 5 years which would normally 
be spread over about 20 years or more. 

In return—this is the thing we have got to balance: What are we 
getting in retura?—there is substantial present expansion in the 
production of iron and steel and of aluminum. Basic chemicals will 
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be available in larger quantities; our rail transportation system will be 
strengthened; and, not least, our capacity for the production of 
weapons is being greatly enlarged. 

I make no claim the cet tnaibinis are precise and subject to a 
formula test. Rather, they are based in large measure on wot of 
—— in evaluating the necessity and the risks involved. We 
1ave a limited but I think well-qualified staff and, against the back- 
ground of existing conditions, I feel we are administering the statute 
to insure the end result the Congress sought and with meticulous 
regard for the public interest. 

It should be pointed out that the 70-percent figure thus far author- 
ized does not represent a cross-section treatment of the entire file of 
pending applications now totaling over $11,000,000,000. Maay of 
the most urgently needed expansions have been processed and the 
bulk of the remainder will likely fall into a category of cases receiving 
lower depreciation benefits. 

The Cuarrman. When will you get through? 

Mr. Harrison. I am sure, Senator, no one will interpret this as 
any criticism, but we do have a small staff. It is a well-qualified staff; 
but I would say for the last 4 or 5 weeks, through a series of hearings, 
we have really done very little operating work. Our staff has been 
devoting its full time to a discussion of these individual cases before 
the different congressional committees, the preparation of reports; and, 
unless we are soon free to operate, the operating part of the job is 
going to bog down, and I am very distressed that we are moving so 
slowly on it. 

The CHarrMan. That is the one great concern that this committee 
has, and particularly in view of starting to write the new bill within 
a month from now. We have been told there have been so many ap- 
plications here and the people who have applications believe that their 
applications are just as good as the ones you approve. ‘They may not 
be; I do not say they are. 

Mr. Harrison. No doubt they are. 

The Cuatrman. But what chance have you got to wind these things 
up and let us know whether you are going to approve $7,000,000,000 
or $8,000,000,000 or $3,000,000,000 more by the 3d of May? It is a 
tough question; is it not? 

Mr. Harrison. Mr. Senator, sir, I am sure, if we had a month or 
6 weeks where we were able to work at the job, we could make a big, 
sizable dent in it. That is no criticism. I know you understand 
that. But, as a practical matter, we do have a limited staff. I 
will be very disappointed if we haven’t made a sizable inroad in 
another 4 to 6 weeks. We are all distressed with the slowness at 
which we are processing this job. I want to make that thing clear 
and plain. 

The Cuarrman. I appreciate your making it plain because those 
were the complaints that came to me. 

Mr. Harrison. I am personally very distressed about it. 

In my judgment, the accelerated depreciation granted is a sound 
investment for the Nation. I think the Congress was very far-sighted 
when it made this grant of administrative authority. There will 
result a far stronger America, a more nearly self-sufficient free world, 
a great readiness to combat and defeat both aggression and inflation— 
and I emphasize inflation—in the years to come. 
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To facilitate your consideration of the types of expansion thus far 
approved, the attached table will be of interest. 
(The table referred to follows:) 


Certificates of necessity issued through Mar. 30, 1951 


wan millions of dollars} 


Amount | Tax-amorti- | hainhe 
applied for | zation basis Percent 
a bs aes , daw ' re me ata 
. | 

Basic materials 
Production. . Pra a ee fate dnp penn >| 2, 197.5 | 1, 556.7 | 70.8 
Processing _ . ‘ mes Laaeee . 1, 231.6 782. 2 63.5 
Finished products Oe TRA MET: fo TTT RTT 345.6 | 256. 4 | 74.2 
Transportation and storage _- pom . M : 371. 2 | 236. 6 77.2 
Miscellaneous products and services _-..-........ fies ; 26.3 19.9 75.7 
Total __. “om capone etapa an . : 4,172.2 2, 901.8 | 69. 6 





I would like, if I might, to discuss that table for just a minute 
because it illustrates that the large amount of these accelerated 
certificates has been in the field of basic materials and in the field of 
finished products, facilities of the type, for example, that Senator 
Capehart made reference to. There is a very limited amount, and 
most of that is specifically related to the armament program. A large 
part of it happens to be the aircraft program, of facilities particularly 
directed to that. 

When you look at this thing in broad perspective, the accelerated 
depreciation has been granted for expansion of our resources and not 
for the building up of facilities to use those resources. 

I am very grateful for this opportunity to make this statement. 

The CuarrMan. | understand the House meets at 11 o’clock on the 
UMT bill, and Congressman Brown is going to leave now. I trust it 
will be agreeable to those of us on the Senate side if those on the House 
side want to ask some questions first. 

Representative Rains. Mr. Chairman, could I ask a question, 
because I have got to answer the roll over there? 

The CuarrmMan. You go ahead. 

Representative Rains. General Harrison, have you given any 
thought or consideration to recommending to the Congress for inclu- 
sion in the new bill a tax-recapture clause? By that, I mean, if the 
plant is making a profit after 5 years, a considerable profit, could there 
be included in the bill a provision whereby a certain amount of taxes 
could be recaptured on those businesses that did show profits after 
the 5 years? 

Mr. Harrison. Sir, other than the renegotiation act, we have given 
no thought or consideration to that matter. Perhaps we should, sir, 
but we have not because, agaia, it has impressed me that this was a 
very farsighted grant by the Congress to encourage the expansion of 
our resources. 

The CHAIRMAN. Congressman Talle wants to ask a question. 

Senator Carenart. And done with private investment so the 
Government would not have to put up any money? 

Mr. Harrison. Well, sir, 1 wouldn’t say “any money.” 

Senator Capenart. As little as possible. 

Mr. Harrison. Because again the Congress intended that there be 
money available for those people who couldn’t otherwise borrow the 
money. 
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The CuarrMan. Congressman Talle is recognized. Go ahead. 

Representative Tarte. General Harrison, eee like to ask for 
some additional data on one paragraph of your statement on page 5. 
It is the next to the last paragraph where you say, and I quote: 

In return, there is substantial present expansion in the production of iron and 
steel and of aluminum, 

Will you for the record indicate what new plants, if any, are being 
set up and where they are being set up? ; 

Mr. Harrison. Mr. Congressman, roughly, in terms of steel, 
expansions have been authorized totaling, in round numbers, 15,- 
000,000 ingot tons; in aluminum, roughly 400,000 tons. That is on 
an annual basis. 

I will be glad to furnish a list of those particular locations. I do 
not happen to have it right here, but I will be glad to send it in to you. 

Representative Tate. Thank you, ened. 

Mr. Harrison. Does that answer your question? 

Representative Taiz. Yes, if I may have the data. 

The House is in session and I must leave. 

The CuarrMan. Congressman Patman has got to be recognized, 
since he has to leave, also. 

Representative Parman. This is on the proposed new act, General 
Harrison. I can see in this a problem that should receive very serious 
consideration in writing the new law. You take, for instance, one 
cement company has been granted seven certificates, I think, to build 
cement mills in different sections of the United States. They are 
getting, of course, the benefit of this tax amortization. 

Now, if during the 5 years they are permitted to and do pay out, of 
course, the cost of these plants, at the end of that time they have lots 
of other plants in the country. What is to keep them, if we are at 
peace and there is no emergency, from just shutting down those par- 
ticular plants and saying: ‘We will let them go. We will only operate 
the others. We have gotten the cream of the tax by reason of this 
5-year period and we will just stop these seven plants and not run them 
at all’? Can you not see that that is a problem which ought to re- 
ceive consideration? 

Mr. Harrison. | have seen no expansion program as yet—and I 
am talking broadly now—that would indicate stoppage at the ‘end of 
the emergency period. We are always planning on the basis that our 
armament program is to be a long-range program. I want to make 
that thing plain. 

Representative Parman. I know, but in cement there is a little 
difference there. Suppose at the end of that 5-year period the cement 
companies should succeed—and I hope they do not—in legalizing the 
basing-point system. There would be no reason for operating the 
seven plants. They could furnish the cement from their plants that 
are now existing without reference to the seven additional facilities 
that are new and that will be amortized under the new law. 

Mr. Harrison. As you ask the question, sir, I see no reason why 
they shouldn’t do just as you have outlined they might do. 

Representative Parman. They might do? 

Mr. Harrison. Yes. 

Representative Parman. And you take a large steel company, the 
American Rolling Mills, for instance. They are establishing some 
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plants, one of them at Houston, Tex., and using the ore, incidentally, 
Senator Capehart, from up in east Texas, where this Lone Star is 
located, but different ore beds, of course. Now, when the emergency 
is over—and in the 5 years they have paid the plant out—I am just 
apprehensive, if it helps them taxwise, they might close the Texas 
plant down and use the facilities they have now. Would that not be 
the natural and normal thing for them to do, if they could supply the 
customers they had? 

Mr. Harrison. | readily agree it might happen, but I wouldn’t 
know that that would be the normal thing. I would think it would 
be very abnormal to give up existing facilities. 

Representative Parman. Anyway, I want that considered. 

Also, | want to compliment you on this very fine statement. I 
think it is a good statement and I compliment you on the statement. 
I think it sets forth the object and purposes of the law in very plain 
language that we can all understand, what the benefits are and what 
the disadvantages are. 

And I agree with Senator Capehart; in time of peace as well as in 
time of war it is in the interest of the country to write these things 
off in 5 years. 

Senator Capenart. It encourages small business. 

Representative Patman. It encourages small business and inde- 
pendent business. But, not only that, there is another school of 
thought by a lot of people in this country who believe maybe it is to 
the disadvantage of the companies to take this; that all this tax 
burden falls on them at once at the end of 5 years if they continue to 
operate. 

Senator Capesarr. It. permits the small-business man to pour 
back his profits to expand his own business. 

Mr. Harrison. During a period when business is likely to be good. 

Senator Capesart. Well, even in times of depression it is good. 

Of course, | want to agree with Congressman Patman. I think 
you ought to give some thought to that, because I think the same 
thing could happen in steel and aluminum. 

For example, I have a list here of some companies that have been 
given certificates for the expansion of steel and aluminum, and the 
same thing might well happen with steel and aluminum, even with 
Congressman Patman’s own company in Texas. They might decide 
not to operate that plant. 

Representative Parman. You mean the American Rolling Mills, 
the big company? 

Senator Capenart. Yes. Would the little ones not do that? 

Representative Parman. No; the little ones would. That is all 
they have. As the gentleman pointed out a while ago, that company 
has been making money and is making money right now, but not on 
the steel business, Senator Capehart. They are making 1,200 tons 
of coke every day. 

Senator Capenart. I know the prospectus shows that they are 
doing well. 

Representative Parman. Yes, and including the byproducts, such 
as tar. You know they make 50,000 different products out of tar 
alone and many of our valuable medical products and fertilizer is also 
a byproduct. In addition to that, they are making 1,200 tons of pig 
iron every day. 
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Senator Caprenart. I did not intend to criticize Lone Star, I 
simply used it as an example of whether or not we were issuing certifi- 
cates and at the same time loaning them all the money. 

Do you know of any other instances where that has happened? 

Representative Parman. I am glad to know I have corrected you on 
that, Senator; and I hope that an erroneous impression does not get 
out. 

Senator Capenart. I know the Lone Star Steel is the Congressman’s 
great ambition, and lam for them. I hope they are a great success. 

Representative Parman. Thank you. 

Mr. Harrison. Mr. Senator, I really know of no case where a loan 
has been 100 percent, and I must say there has been $58,000,000 in 
loans against $4,500,000,000 amortization. 

Senator Capeuart. Could you give us, without too much trouble, a 
list of the certificates that you have issued where the Government has 
loaned 100 percent of the money covered by the certificate? 

Mr. Harrison. I am sorry; I am afraid there would be no such list. 
I had better give you a list of the loans which have been made. 

Senator Carpgeuart. There is this case of the Lone Star Steel. 

Mr. Harrison. That happens to be just a coincidence that the 
figures come out that way. 

Senator Carenart. Would you say it would be the only one, then? 

Mr. Harrison. | had better give you a list of the loans. 

The CuarrMan. We have a list of all the loans. 

Representative Parman. I believe the Senator said where the Gov- 
ernment was lending all the money? 

Senator Capenart. Yes. My point is, I want a list where cer- 
tificates have been issued where the Government has loaned all of 
the money to build that specific facility. That’s all. 

Representative Parman. I know, but it is collateralized by $56,000,- 
000 worth of property. 

Senator Capruarr. I understand that. I just want a list of the 
facilities where the certificate covers every dollar the company has 
borrowed in permitting the company to build that particular facility. 

Mr. Harrison. There will be no such list, but I will give you a list 
of the full loans, because there are no cases where that has been done. 

Senator Capesart. Well, it is true in the Lone Star case. 

Mr. Harrison. No; I am sorry, sir. It is not true in the case of 
the Lone Star, because the Lone Star, in round numbers, now, is to 
cost some $90,000,000 to build—I am rounding out numbers, now— 
and they have been loaned $73,000,000 or whatever that figure is. 

Representative Parman. They are putting up $9,000,000 now, 
Senator; right now. 

Senator Carpesart. Then the Securities and Exchange Commission 
had better change their prospectus. They should not misinform the 
people. 

The CHarrmMan. The committee has a list of the loans that I got 
from the RFC for the committee. I do not know whether the com- 
mittee would want them printed in the record, or not, but they are 
all the loans. If the committee wants them printed, it would be of 
great advantage, because it shows every one. These are the ones 
that we thought might be 100 percent. 

Then I want to say about the question that Congressman Patman 
and Senator Capehart have been bringing up, I took it upon myself 
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as chairman of the committee to ask Secretary Snyder to get the 
details of the questions to which you did not have the answers; that 
is, about the possibility of the elimination of certain corporations after 
the war and what effect it would have, because, naturally, that is a 
Treasury matter. 

Mr. Harrison. Yes. 

The CuarrmMan. Secretary Snyder is working on it, and if we can 
get it before we print these hearings I am going to make it a part of 
this record. 

(The material referred to follows:) 

Aprit 5, 1951. 
Hon. Joun W. Snyper, 
Secretary, Department of the Treasury, 
Washington, D. C. 

Dear Mr. Secretary: I understand that during the life of section 124 of the 
Internal Revenue Code, approximately 41,000 necessity certificates were issued 
for speedy amortization of facilities estimated to cost about $7,300,000,000. I do 
not have available the information as to what percentage of this cost was permitted 
to be amortized over a 60-month period. 

The argument is made that the loss in taxes as a result of this program is de- 
creased because after the 60-month period, no further depreciation can be taken 
for Federal income-tax purposes on a facility which has then received the full 
benefit of the accelerated amortization provision. 

I am interested in knowing to what extent this argument is borne out by the 
facts. What evidence do you have that facilities so fully depreciated are now 
being used in the production of taxable income without affording the taxpayer- 
operator any depreciation allowance for Federal income-tax purposes. 

What evidence do you have to show how many of these facilities are still being 
operated by the same taxpayer which received the advantage of accelerated amor- 
tization? 

If being operated by a different taxpayer, what is its adjusted basis for the 
facility upon acquisition under section 124. For example, if a defense facility 
costing $100,000 and having a 40-year life has been fully amortized for Federal 
income-tax purposes by taxpayer-operator A over a 60-month period and there- 
after is sold to taxpayer-operator B for $87,500, is taxpayer B foreclosed from 
taking any further depreciation allowance on the facility for Federal income-tax 
purposes? What happens in the event the transfer of the facility from taxpayer 
A to taxpayer B is a tax-free exchange? 

I understand that under section 124A in a similar case, taxpayer B could take 
no depreciation allowance on the facility for tax purpose and that any taxable 
gain would be treated as ordinary capital income. Sw information on this 
point correct? 

At a time when the Federal Government needs additional revenues, I believe 
it is important to see what adverse effect this program may have from that 
standpoint? Can you make an estimate as to the amount of Federal taxes likely 
to be lost over the next 5-year period at present tax rates due to this program? 

Is it fair to assume that for every $1,000 accelerated amortization allowed, the 
taxpayer’s tax on taxable income in excess of $25,000 will be reduced by $82.25 
a year for the 5-year period, equivalent to more than 8 percent tax savings per 
$1,000 amortized for each of the 5 years without even considering the saving on 
excess-profits taxes? This example assumes a $100,000 facility with a normal 
40-vear physical life amortized completely within 5 years under section 124A, 
aud a corporate tax rate of 47 percent. 

For taxpayers subject to the excess-profits tax, the comparable saving would, at 
a 77-percent tax rate, amount to $134.75 a year for every $1,000 accelerated 
amortization allowed, equivalent to almost 13% percent tax savings per $1,000 
amortized? Are these calculations accurate? 

Since the joint committee is presently holding hearings on this among other 
matters, I would appreciate a reply by Tuesday, April 10. I would also like to 
receive any comments you care to make on this matter. 

Sincerely yours, 
Burnet R. Mayspank, Chairman, 


79979—51—No. 8-5 
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Tae Secretary or THE TREASURY, 
Washington, April 20, 1961. 
Hon. Burnet R. MAyYBank, 


Chairman, Joint Committee on Defense Production, 
United States Senate, Washington, D. C. 

My Dear Senator: I am enclosing a memorandum on the tax effects of the 
special amortization provisions of the Internal Revenue Code which we prepared 
in response to your letter of April 5, 1951. Since the several questions raised in 
your letter are interrelated and concern the question of whether the revenue cost 
of this program will not be recouped through future taxation of income from fully 
amortized property, we have organized our reply in the form of a general discussion 
and have not attempted to answer each question separately. 

As you know, this Department has no responsibility for the issuance of necessity 
certificates but is charged only with responsibility for the proper allowance of 
amortization deductions with respect to approved certificates. Accordingly, the 
accompanying memorandum is limited to the tax aspects of this problem. 

I hope that the enclosed material will be useful to your committee in its investi- 
gations, and that you will feel free to call on us if we can be of any further 
assistance to you. 

Sincerely yours, 
Tuomas J. Lyrnca, 
Acting Secretary of the Treasury. 


Tax Errects or THe SpectaL AMORTIZATION PROVISIONS OF THE INTERNAL 
REVENUE CopE 


As a result of the greatly enlarged requirements for national defense after 
Korea, the Revenue Act of 1950 reenacted the World War II amortization pro- 
visions of section 124 as section 124A of the Internal Revenue Code. While the 
former provisions of section 124 were modified in several respects, the essential 
features of the law are similar. In addition, the Renegotiation Act of 1951 requires 
that amortization be allowed as a cost before recapture of excessive profits. 

Section 124 of the Internal Revenue Code, enacted by the Second Revenue Act 
of 1940, permitted taxpayers to amortize over a period of 5 years the cost of 
facilities constructed or acquired in the interest of national defense. Such 
amortization was authorized by the principal procurement agencies upon the 
issuance of necessity certificates for construction of new facilities. Any unamor- 
tized balance could be written off, at the election of the taxpayer, when the mr 
ceased to be needed or by September 29, 1945, the end of the emergency period. 
Section 124A of the Revenue Act of 1950 provides for a similar 5-year write-off 
but no provision is made for acceleration of such amortization before the end of 
this 5-year period. 

A deduction for amortization is in lieu of, not in addition to, normal depreciation 
charges for the portion of cost eligible for amortization. The adjusted tax basis of 
fully amortized property is therefore zero or the same as that of fully depreciated 
property. 

Amortization differs from depreciation in that the total cost written off is 
unadjusted for residual values. Further, land may be amortized under section 
124A of the code, as in the case of section 124; land, of course, is not subject to 
depreciation for tax purposes, although depletion may be taken on depletable 
property such as mineral and oil property. 

In the event of a sale of property amortized either under section 124 or section 
124A, the new basis of the property for depreciation is the cost of the property to 
the purchaser regardless of its adjusted basis in the hands of the seller. Thus 
fully amortized property with a zero basis to the vendor is depreciable by the 
buyer to the full extent of its purchase price. When there is a tax-free exchange 
between A and B of property owned by A and amortized under these sections, the 
adjusted basis of this property carries over to B. For example, A’s fully amortized 
property establishes a zero basis for depreciation to B in such an exchange. 

Under the World War II amortization provisions of section 124, gains from the 
sale of such property were taxed at the preferential capital gains rate of 25 per- 
cent. Gains from sales of property amortized under section 124A are taxed as 
ordinary income to the extent of the difference in the adjusted basis as between 
normal depreciation and 5-year amortization. 
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WORLD WAR II EXPERIENCE 
Legislation 

The purpose of rapid amortization was to remove tax deterrents to the private 
financing of new plant facilities essential to national defense but whose usefulness 
to the business might end with the termination of the emergency. Provision for 
amortization was made at the recommendation of the Advisory Committee of the 
Council of National Defense which advised that substantial capital would not be 
invested in the construction of emergency facilities unless corporations were 
permitted to depreciate such assets in a shorter period than that ordinarily allowed 
under the tax laws. These deterrents were believed to be particularly significant 
in conjunction with the profit limitation on Government contracts then imposed 
by the Vinson-Trammel Act. Rather than adopt the practice followed during 
World War I of allowing estimated actua! wartime losses in value to be written 
off for tax purposes, the committee urged that the entire cost of wartime facilities 
be written off over the period of the emergnecy but not to exceed an arbitrary 
period of 5 years. The World War I provision, enacted 3 months after the armis- 
tice, permitted corporations to recompute their wartime taxes on the basis of the 
loss in useful value of war-constructed facilities. Such determinations of value 
were frequently contested and resulted in prolonged litigation. 

As a result of section 124, businesses were able to write off the cost of new facili- 
ties against high wartime income and excess profits tax rates which reached a 
maximum of 95 percent and an effective rate ceiling of 80 percent. before the 

stwar credit allowance of 10 percent of excess profits taxes paid. In addition, 
it should be noted, price-adjustment boards were required to allow such amorti- 
zation deductions in the determination of excessive profits upon renegotiation. 
Amortization costs were at first expressly disallowed for this purpose but the 
law was subsequently amended by a joint resolution of February 5, 1942, to 
permit such costs to be recovered by corporations in renegotiation of contracts. 


Total amortization deductions 

It is estimated that between 1940 and 1947 amortization deductions in the 
amount of $5.7 billion were taken by corporations for tax purposes. Of this 
amount $1.4 billion represents amortization estimated to be taken in 1945, with 
the termination of the emergency period, and spread back to the applicable 
years by amended income-tax returns. The total and annual amounts before 
adjustment for spread-back were as foilows: 





(Millions) (Miliions ) 
Sinimishesevedac=tede thie $7. 6/ 1946.........-- SPE: 
iat de eters a o> Galea i tcintie nee aint nelninn +e 58. 9 
Tinvbccsse< ..... 410.8] Spread-back (estimated) _.... 1, 411.8 
as bined eabehbnabielie 690. 5 — 
i ccnnhnansn<enntienneded 981. 2 anne: sgitah os 5, 689. 9 
Edin 04 act dus srirtnith oampehaael 1, 950. 8 


The discrepancy between the amount of amortization deducted by corporations 
for tax purposes and the total amount of certificates issued of $7.3 billion may 
arise from failure to complete facilities costing this amount as well as from failure 
of corporations to elect to take amortization in all cases. The total actually taken 
by corporations is not completely recorded in statistics of income which are com- 
puted from original tax returns, while the speed-up in amortization taken at the 
end of the emergency period was allocated by taxpayers to prior vears through 
amended income-tax returns. The estimate of the spread-back of $1,411.8 million 
is subject to some margin of error. No data are available on the amount of 
amortization taken by unincorporated businesses. 

During World War II amortization appears to have been of greatest benefit to 
large corporations. In 1945, for example, corporations with assets over $100 
million accounted for $1.297 million, or about two-thirds jof the total amortization 
reported for that year. This contrasts with their ownership of about one-half 
the gross capital assets and of about one-third of the reported profits of all cor- 
porations. 


Usefulness of emergency plants after the war 

Although amortization was originally designed to encourage private financing 
of wartime facilities which might have only limited, if any, postwar usefulness, it 
is believed that the great majority of these plants were continued in peacetime 
production. Some, in fact, saw little or no wartime use, but nonetheless could 
be written off for tax purposes in the last year of the emergency. 
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The high proportion of wartime emergency:plants retained in postwar produc- 
tion can be explained by the fact that tax amortization, in itself, did not permit 
corporations to recoup the entire cost of such facilities since tax rates were less 
than 100 percent. the value of such facilities was clearly limited to war- 
time production there was little inducement to undertake their private Sreneng, 
Some corporations were reimbursed for the cost of emergency plants throug 
procurement contracts and allowance for amortization in the recapture of ex- 
cessive profits renegotiated. For the most part, however, the Federal Govern- 
mens undertook the financing of facilities which were of questionable postwar 
value. 

The Treasury has field reports on a considerable number of corporations which 
retained practically all their amortized property in postwar use. These corpora- 
tions accounted for approximately $700 ion of amortization taken during the 
years 1940-45, on which estimated wartime tax savings were realized of $440 
million, after allowance for ordinary depreciation. 

The following pertinent data are presented on several representative cases: 

Case 1.—A corporation acquired emergency facilities at a cost of $4.8 million 
and fully amortized them in the period ended September 30, 1945. These 
facilities represented approximately one-third of somperer total plant and 
equipment as of December 31, 1948. Only $130,000 of the emergency facilities 
had n disposed of since 1945; the remainder were being used in the business. 
For book purposes, the taxpayer had computed normal depreciation on the 
emergency facilities and had accumulated a reserve of $1.3 million against them 
by December 31, 1948. The excess of amortization over normal] depreciation in 
the war years was approximately $3.3 million, resulting in a gross tax saving of 
approximately $2.8 million. On December 31, 1948, these facilities were carried 
on the taxpayer’s books at a depreciated value of $3.3 million, 

Case 2.—The taxpayer, an electric power company, constructed a generatin 
unit at a total cost of $8.2 million. e project was fully amortized in 1944 wae 
1945. It is still in use, and taxpayer has added another unit since the war. 
In 1944 and 1945 the excess of amortization over normal depreciation (at 3.5 
ee er year) was $7.8 million, resulting in a gross tax saving of approximately 

. ion. 

Case 3.—In the years 1940-45, a large manufacturing company acquired $29.1 
million of land and buildings under a certificate of necessity. These outlays 
were fully amortized against income of the period 1940-45. In 1950 the buildings 
were still being used in normal peacetime operations. The normal depreciation 
allowance on buildings of this type would have been 2.5 percent a year, and would 
have totaled $2.4 million in 1940-45. The excess of rapid amortization over 
normal depreciation was $26.7 million, which reduced the company’s wartime 
tax liabilities by approximately $18.4 million, 

Case 4.—A cotton mill acquired regular textile equipment under an 
necessity. This equipment is still being used in peacetime operations. e 
normal depreciation rate on this type of equipment is 4 percent a year. In the 
taxpayer’s fiscal years 1944—46, amortization allowed was $115,000 eompared with 
normal depreciation of $11,000. The excess of amortization over normal deprecia- 
tion in these 3 years was therefore $104,000 and the estimated tax saving was 
approximately $89,000. 

All of these facilities are believed to be operated by the same taxpayer which 
received the benefits of accelerated amortization. While many emergency facili- 
ties were subsequently sold, the Treasury has no evidence of the extent to which 
such sales took place. 

TAX BENEFITS TO BUSINESS 


Avoidance of high emergency tax rates 

As a result of amortization, corporations (and other businesses) have the 
benefit of writing off the cost of facilities acquired at high income and excess 
profits tax rates enacted during the emergency period and, where such property 
eontinues to have usefulness, of deferring taxable income to the postemergency 
period when tax rates are expected to be lower. Since the depreciable basis of 
property is then reduced to zero, taxable income in future years is higher than 
it might have been under ordinary depreciation. Direct tax benefits may there- 
fore be realized by the difference in tax rates during the period of amortization 
and those in effect after the 5-year period to which such income is deferred. 

The gross tax saving indicated above must therefore be reduced by the amount 
of future taxes payable over the depreciable life of the fully amortized property. 
However, pease tax reductions after the end of the emergency period should 
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be taken into account in estimating net tax savings, as occurred following World 
War LI when the excess profits tax was repealed and the income-tax rate reduced 
to 38 percent for the years 1946-49. Corporations thus had the benefit of writing 
off their ‘“emergency”’ facilities at a maximum excess profits tax rate of 95 percent 
(less 10 percent postwar credit) and sacrified depreciation deductions at a rate of 
38 percent in the postwar years. Subsequent rate increases have narrowed this 
disparity but a substantial rate differential still remains. The likelihood that 
special amortization will result in permanent tax saving is enhanced by the 
probability that corporations would not continue to be subject to excess profits 
tax in every vear following the period of special amortization, even if this tax 
were retained. 

It is also significant that amortization allowances are more comprehensive and 
complete than those for ordinary depreciation. No recognition is given to residual 
value in computing depreciation, whereas the percentage allowed as amortization 
applies to the full cost of the facilities. Also, land may be amortized but is not 
subject to depreciation. 

Prospective tax benefits from amortization for new investment during the 
present period are not significantly different from those during World War II. 
At the present time, corporations are subject to a maximum income tax rate of 
47 percent. Corporations subject to the excess profits tax must pay an additional 
tax of 30 percent on such excess profits, but not to exceed a combined effective 
income and excess profits tax rate of 62 percent on net income. The maximum 
marginal tax rate payable is therefore 77 percent. The Treasury Department 
has proposed increasing the corporation income tax rate to a maximum of 55 
percent, which would raise the top marginal income and excess profits tax rate 
to 85 percent, and the combined ceiling rate to 70 percent. 

The gross tax savings for each million dollars of new amortizable investment 
with a depreciable life of 40 years, at the above tax rates, for the 5-year amortiza- 
tion period are shown as follows: 





Amount Percent Amount Percent 
Present rates: Proposed rates 
47 percent... $411, 250 41.1 55 percent $481, 250 48.1 
77 percent 673, 750 67.4 85 percent 743, 750 74.4 
62 percent 542, 500 4.3 70 percent. 612, 500 61.3 


The operation of the tax benefit may be illustrated as follows: A facility 
costing $1,000,000, with an ordinary life of 40 years, is entitled to annual amorti- 
zation of $200,000 under the accelerated program, compared with ordinary 
depreciation of $25,000; the excess of $175,000 at a rate of 77 percent amounts 
to an annual saving of $134,750, or 13:5 percent a year. The total tax saving 
over the 5-year period amounts to $673,750 or 67.4 percent of the investment. 


Financial benefits of tar postponement 

It is frequently overlooked that rapid amortization affords substantial benefits 
to taxpayers in the postponement of gross tax savings indicated above. That 
is, the taxpayer has the benefit of the use of tax funds which in the absence of 
special amortization he would have paid to the Treasury. In effect, he has an 
interest-free loan from the Government for the useful life of the assets. Such 
benefits are in addition to direct tax savings which might be realized by reductions 
in tax rates after the emergency period. Therefore, even if tax rates remain 
indefinitely at their present levels, corporations would realize definite and pre- 
dictable advantages in the postponement of taxes attributable to amortization. 

The benefits from tax postponement vary with the gross amount of tax savings 
realized in the 5-year amortization period, the length of time over which depre- 
ciation would ordinarily be taken, and the cost of capital to the corporation. 
If, for example, necessity certificates in the amount of $10 million were issued 
for the construction of plant and equipment with an average depreciable life 
of 20 years and were amortized under income- and excess-profits tax rates of 77 
percent, the gross tax savings would amount to $6,737,500. By postponing the 
payment of taxes over the 20-year period, a corporation having the use of such 
funds at an assumed rate of 5 percent would enjoy a benefit worth about $1,860,000. 
At an income- and excess-profits tax rate of 85 percent, the tax deferment value 
of such benefit would amount to about $2,056,000. 
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The value of tax postponement to a corporation with depreciable assets of 40 
years would be considerably greater. Assuming an alternative cost of financing 
$10,000,000 capital additions at 5 percent, the value of the use of such tax funds 
to a corporation would be about $3,350,000, at a tax rate of 77 percent, and about 
$3,700,000 at a tax rate of 85 percent. 


COST TO THE GOVERNMENT 


As a resutt of amortization, the Government incurs a revenue loss which reflects 
the value of this privilege to industry. It is not possible to forecast the aggregate 
amount of necessity certificates which will be awarded, the percentage of amorti- 
zation which will be allowed, or the trend of future tax rates. However, on the 
basis of the $3.9 billion necessity certificates already granted (by March 23, 1951) 
on which $2.8 billion amortization was allowed, it is estimated that the decrease 
in income and excess-profits tax liabilities during the next 5-year period would be 
$1,550 million, at the present corporation rates. If the rates proposed in the 
1951 tax program are enacted, the immediate loss in revenue is estimated at 
$1,700 million. Future authorizations will of course increase this revenue loss 


correspondingly. 

Because of the uncertainty over future tax rates, ic is not possible to calculate 
the ultimate loss to the Treasury arising from amortization deductions. In 
addition to any ultimate net revenue loss, the cost of the special amortization 
program from the viewpoint of the Government includes the interest on the tax 
revenue which would have been received in the absence of amortization. The 
cost to the Treasury of such postponements is measured by the average interest 
cost of Treasury financing for the average length of life of the amortized assets, 

I am going to ask the committee for unanimous consent to permit 
the statement to follow my statement at the opening of the meeting 
so that the discussions which have taken place afterward will follow. 

There is only one more question I wanted to ask: Have you given 
any consideration in the new law to separating certificates of nec essity 
from tax amortization? I know how you have to go through the DO 
orders and so forth and so on, but there have been so many com- 
plaints by people who want certificates of necessity and who do not 
want to be delayed by getting tax amortization, who might need just 
a little bit of steel to finish a plant or just a little bit of aluminum or 
whatever it is. 

Has there been any thought given as to this new bill, as to how we 
could write some specific provision in the law to take care of these 
people? 

Mr. Harrison. Mr. Chairman, there is no necessity for rewriting 
the law 

The CuarrMan. I know, but of course your DO’s——— 

Mr. Harrison. We do now, as a matter of fact, give expediting 
help. The particular case that you mentioned—and you talked to 
me about it—-when the man came to see me he said: “I want two 
things: I want the certificate of necessity and I also want some ex- 
pediting help.”” When he talked with you he said he wanted the 
expediting help but he didn’t want a certificate of necessity. I want 
to make that clear, sir. 

The CuarrMan. He said he wanted a certificate of necessity but 
did not want any tax amortization. 

Mr. Harrison. I am sorry. He wanted tax amortization, when he 
got to me, as well as wanting expediting help. 

The CHarrMan. | am only saving what he said to me. 

Mr. Harrison. We can help on t the day to day expediting irrespect- 
ive of whether there is any tax amortization involved, and we do so; 
we do help. 

Senator Rosertson. Mr. Chairman, I would like to ask a question 


on that point. 
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The CuarrMan. Senator Robertson. 

Senator Ropertson. | want to say I join with Senator Patman in 
commending the general for the statement he has made here this 
morning, and by the two questions asked him I do not want him to 
think I have adopted the position of some people who are saying: “I 
am 100 percent for MacArthur. I want to impeach the President and 
when the Vice President succeeds him, impeach him, and then impeach 
the Secretary of State” 

Representative Parman. No; the Speaker of the House comes next 
in the law of succession. 

Senator Ropertson. ‘““The Speaker of the House, the Secretary of 
State, and the Secretary of Defense, until you get a satisfactory suc- 
cessor,’ meaning, I assume, somebody who is 100 percent for 
MacArthur. 

Now, I do not want to impeach you and everybody who succeeds 
you because too little applications are given to Virginia, but I do want 
to remind you of the fact that last January, James Lees & Son, who 
have a little factory in my home county of Rockbridge, filed an ap- 
plication for $1,300,000 for a plant to produce army ‘duck. On the 
19th of March, when Mr. Frank Creedon was here, he said that if all 
the pending certificates to manufacture duck were granted, the pro- 
duction still would be less than what the military people were demand- 
ing; that the current production was about 220,000,000 yards a year; 
that the military wanted to stockpile 300,000,000 yards and wanted 
current production of 300,000,000 yards. 

Well, Mr. Creedon Said that he was going to act promptly—now, 
that was on Monday, March 19—on all of the certificates. 

So I wired my constituent: “Be of good cheer. Prompt action is 
coming up.”’ 

Well, they were in my office yesterday and they said that Mr. 
Creedon did act promptly and approved the certificate on a 60 percent 
basis. 

Now, they are not asking for any Federal money. They just want 
to get this plant started. They have got the plans drawn, the steel 
all ready, everything ready, workers ready to go into the plant, and 
they want to get started. 

Then it went to another office and he approved it, but I think he 
cut it down to 50 percent. 

Then it went to another office. He has not acted and after he acts 
it has got to come up to you. 

I hope, in view of the fact that it is an essential war product and 
everybody recognizes the need to get these plants built, in line with 
your fine statement, that it will not be too long now before action 
can be completed. 

The other small application involves no Government aid. It is 
of the Camp Manufacturing Co. of Franklin, Va., for a new pulp 
producing plant. They are very large producers of finished lumber 
and they also have a big pulp mill. 

I rather understood, in one of your replies to Senator Capehart, that 
perhaps you were giving consideration to granting certificates on a 
regional basis and that if you figured there was enough production of 
a given item in one region, you would not give another certificate in 
that region but would hunt a new region to give it. I do not know 
whether I correctly understood your statement. 
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Mr. Harrison. Mr. Senator, the reference I think Senator Cape- 
hart made was, for example, if more floor space is needed in a given 
place, do we make certain that there is not idle floor space somewhere 
else before we grant it. 

I said that as a practical matter we can’t go from the eastern sea- 
board to the western seaboard but we hoped to segregate that into 
regions. 

Senator Ropertson. I am glad to get that clarified because the 
general counsel working on this certificate told me that certificates for 
pulp mills filed after theirs had been granted and they couldn’t get 
any information about what was happening to theirs. They were 
afraid that at the end of a certain period they might be informed, 
“We have decided we have got all the pulp production we want, you 
do not get any certificate.’’ 

Mr. Harrison. I will be glad to investigate those two cases, 
Senator. 

Senator Ropertson. They are just two relatively minor companies. 
I say that with all due deference and in no spirit of wanting to impeach 
you. 

The Cuarrman. Mr. Harrison, I do not want to go into local things 
but I have a lot of problems in my State. I sent one of the parties 
to see you who, I understand, is doing war work—-I may be wrong. 

But Senator Robertson talked about pulp and paper companies. 
Here is one from Wisconsin. They say that you issued an order but 
they have never gotten it. I understand there are eight or nine pulp 
or paper mills—and this appeared in the paper—which were issued 
certificates but they never received them. 

Mr. Harrison. May I see that? 

The Caarrman. Certainly. 

Then I want to say this: There are some small-business people who 
do appreciate what you have done. For instance, you are probably 
familiar with the Nelson Stud Welding Corp. They sent a letter to 
you, a copy of which they sent to me, saying: 

If NPA’s handling of our case is typical, small-business men have little cause 
for complaint. 

I am going to put that in the record. 

(The document referred to follows:) 

Ne.son Stup WELDING, 
Division or Morton Grecory Corp., 
Washington 6, D. C., April 5, 1961. 
Gen. Witiiam H. Harrison, 


Administrator, Defense Production Administration, 
Washington 25, D. C. 

Dear General Harrison: News reports have just been brought to my attention 
to the effect that the Joint Defense Production Committee is looking into charges 
that small business is being neglected in the matter of tax amortization certificates. 
If NPA’s handling of our case is typical, small-business men have little cause for 
complaint. 

The promptness with which our application was considered indicates that small- 
ness in itself is no handicap if it is clearly established that the product is essential 
to the defense program. By accepted standards, we are a small business, with a 
total payroll of about 220. We make and sell special welding studs and stud- 
welding equipment that greatly speeds the making of much defense material. The 
Navy credits stud-welding with saving more than 50 million man-hours in the 
making of ships during World War II. 
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As a war-born industry, we were forced, after World War II, to aggressively 
build a peacetime market. This effort was extremely costly and time-consuming, 
and, even so, we had not reached more than one-third of our 1944 wartime peak of 
dollar volume. Certainly we could not have justified our present 50 percent ex- 
pansion for defense without some assurance of recovering our capital outlay faster 
than normal. The certificate of necessity for rapid tax amortization granted 
March 7 by NPA and DPA covers a large part of our $185,000 expansion costs. 
This enables us to forge ahead in filling rapidly growing defense demands for our 
product. 

Our experience in getting this certificate leaves us with the conviction that small 
companies such as ours, with a clearly established defense-related product or 
service, receive full, fair and prompt consideration from your agency. 

Yours very truly, 
Georce E. Grecory, President. 

The CuarrMan. I only ask that you handle the other small-business 
cases the same way wherever it is possible to expedite them. 

I understand with the railroads you are far behind, is that right? 

Mr. Harrison. Yes, we are. 

The Cuarrman. I understood that from Mr. Knudsen and I say 
that without any criticism of him at all. He told me they had had 
large numbers of requests before the Defense Transport Administra- 
tion. As I understand his agency serves as the recommending agency 
for applications from the railroads. I have been given to understand 
the same thing from other agencies and if I misunderstood them I 
wish you would correct me. 

I understand that these agencies with which you have to deal, for 
instance, Interior on certain things and Defense Transport on others, 
deal directly with you? 

Mr. Harrison. That is correct. 

The CuarrMan. They do not go through anyone? 

Mr. Harrison. No, sir; they come directly to our office. 

The Cuatrman. Then, of course, when you get all of this, as you 
admitted vourself—and it is regrettable; 1 am not criticizing in the 
least. because there is a lack of help—you are way behind? 

Mr. Harrison. That is correct, sir. 

The Cuarrman. I hope we have done some good with the hearings 
we have had here to get you to expedite those that are necessary, 
expedite them a little faster. You have no idea of the proportion of 
these small-business people that you have gotten down to, have you? 

Mr. Harrison. No, Senator. I regret that I don’t have that 
broken down. When we get through the whole pending file 1 think 
we can clean up many of them. It is just a pick-and-shovel job of 
getting at it. 

The CuarrMan. You said $16 billion worth? 

Mr. Harrison. They have been filed in the amount of $16 billion. 
We have granted $4.5 billion. 

The Cuatrman. How many have you rejected? You approved 
$4.5 billion out of $16 billion. That would leave $11.5 billion, except 
for what you have rejected. 

Mr. Harrison. We have only denied 148 cases of around 
$107,000,000. 

The Cuarrman. Considerably less than a billion? 

Mr. Harrison. Yes; $107,000,000. 

The Cuarrman. Then you still have approximately $11.5 billion 
in your shop on which no decision has been made? 

Mr. Harrison. That is right. 
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The Cuarrman. You have decided on $4.5 billion and you have 
$11.5 billion yet to decide on? 

Mr. Harrison. That is right. 

The CuarrmMan. How long did it take you to decide on the $4.5 
billion? 

Mr. Harrison. Oh, I would say it has been 4 to 5 months. 

The CuarrmMan. That is about a billion a month. 

Mr. Harrison. Yes, sir. 

The CuarrMan. You certainly intend to go faster on these $11.5 
billions do you not? 

Mr. Harrison. We are at it and operating right now and if we had 
freedom of action for another 4 to 6 weeks to get down to our knitting 
and do nothing else but process these we would make a big dent in the 
backlog. 

Now, I do not mean that by way of any criticism, sir. 

The CuarrmMan. What do you mean by “freedom of action’’? 

Mr. Harrison. Just to go to work and, very honestly, not to have 
the staff tied up making out special reports, handling special cases and 
appearing before congressional committees. 

The CuarrMan. That may be true but the congressional committees 
have a duty. However, you said you meant no criticism. 

Mr. Harrison. Please, sir, I have no criticism. I am only stating 
the facts. 

The Cuarrman. The only idea in this congressional committee— 
and if I am wrong I hope I will be corrected—is to try to have you 
expedite these things and get them out of the way, approve those 
that should be approved and disapprove the ones that should not be 
approved and get these smaller ones, who haven’t had the clerical 
and legal help, cleared and helped, if you can help them, because we 
want to see the small man brought into the picture. 

As you say, this is going to last a long time. 

Mr. Harrison. That is right. And, Senator, I might say if you 
have the feeling that in broad approach this makes sense—I am just 
talking broadly now, I am not speaking specifically; I am not talking 
about individual cases, there will always be a reasonable difference 
of view in individual cases—if this memorandum that I have outlined 
seems to make general sense, that helps us. 

The CuarrmMan. It makes sense to me. 

Mr. Harrison. Really what we are trying to do is interpret the 
will of Congress. We are administrative people. 

The CHarrMANn. You said Congress gave you too wide a limit. 

Mr. Harrison. I did not mean it gave us too wide a limit, I meant 
it gives us very wide authority. 

The CuarrmMan. Do you think that authority should be limited? 

Mr. Harrison. I do not think so; no, sir. I am not making any 
recommendations for a change. 

Now, I do pot suggest changes ought not be made, sir; but from 
our administrative standpoint I think the Congress was very far- 
sighted in giving us this latitude. 

The CuarrmMan. What about the new bill? The only thing in the 
new bill that you would care to discuss today would be these Govern- 
ment plants which Senator Bricker asked you about. As I under- 
stood, those were necessity plants, necessary 100 percent for the war 
effort. 
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Mr. Harrison. Yes, sir. 

The Cuarrman, Is there any other change in the certificates of 
necessity or the DO orders or the amortization that might come 
before this committee when the bill comes up here next week? 

Mr. Harrison. Broadly; no, sir. 

Senator Capenarr. General, you handle all the procurement, do 
you not; it is under your supervision? 

Mr. Harrison. Yes; generally in a broad way, Senator. 

Senator Capsnarr. Would you consider legislation that might 
well help you to issue more subcontracts or force the prime contractors 
to issue more subcontracts? Have you given any thought to that? 

Mr. Harrison. Yes; we have given a great deal of thought to it, 
Senator. 

Senator Capenarr. I have a bill almost prepared and I shall send it 
over so that you can take a look at it. But lam very much conceined 
about some way to get a better distribution of this war production and 
war effort among all of our people. 

I have given a lot of thought to it and I have a bill about prepared to 
doit. It isa tough thing to handle, a tough thing to write and it is a 
tough thing to administer, but I feel we ought to give it our best and 
we ought to do something about it if we can. 

Mr. Harrison. I assure you, Senator, that that matter of the 
proportion and volume of business from the Defense Department that 
goes to small as contrasted with large, is a matter that receives constant 
attention, and I would like to illustrate. 

I have a so-called executive committee made up of the heads of the 
departments. We meet once a week on just that subject alone. In 
substance: How will we do it, what are we doing with respect to 
dispersing of subcontracts, and things of that nature. 

It is receiving constant attention. 

Senator Capenarr. I am approaching the subject on the basis that 
when a prime contract is issued or under negotiation that that is the 
time to arrive at what percentage will be subcontracted under that 
prime contract, and the contract would be issued on the basis that X 
amount of it would be subcontracted. 1 am approaching it on the 
basis that it must be handled when the prime contract is negotiated 
and issued. 

Mr. Harrison. I would regret very much, Senator, if in connection 
with the defense effort there was a law written that did not recognize 
that the fundamental thing was to obtain the end products required 
by that defense order. 

Senator Capenart. I would, too. 

Mr. Harrtson. Now, along with that there is nothing inconsistent 
in still insisting on that and having a dispersion of the subcontracting, 
but I would not subordinate that first thing to anything. 

Senator Capenarr. I certainly would not want to do anything that 
would hurt the effort, but at the same time I believe there is a system 
that can be worked out if, when the prime contract is negotiated, an 
understanding is had and it is discussed at that time and agreed to at 
that time, rather than issuing a prime contract for $100,000,000 or 
$10,000,000, more or less, and then leaving it up entirely to the dis- 
cretion of the prime contractor. 

The Government ought to specify or have something to say before 
that contract is issued as to how much of it will be subcontracted. 
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Now, as to equipment I can see where you might give a concern a 
$100,000,000 contract of which not one penny could be sublet, be- 
cause of the inherent characteristic of the product itself; it just could 
not be done. I am working on the bill and I wanted you to know 
that. 

The CuarrmMan. Congressman Patman. 

Representative Parman. The suggestion is very fine. There is 
one additional thing | would like to ask for your consideration. 
When the prime contractors are contacted by a new concern now, 
the prime contractor almost invariably says that he is doing business 
with a lot of small businesses and always in the line the particular 
applicant is in. But his relationships with the small-business con- 
cerns during World War II were very fine and he is not taking on any 
new one; that he is going to confine his business to the ones he has 
been doing business with in the past. That automatically excludes 
everybody that has gone into business since World War II and made 
a success out of it, he cannot get into it, it is closed. 

I think the Senator would agree that point should be considered, 
too. 

Senator Capenart. Yes. 

The CuHarrman. Of course, when you issue these certificates of 
necessity and tax amortization they are given to the press? 

Mr. Harrison. Yes, sir. I think, Senator, the latest list went out 
a day or two ago, as I remember it. 

The CuarrMan. I mean, in other words, business competitors are 
advised of what certificates of necessity and what tax amortizations 
are given so that they might know who gets them? 

Mr. Harrison. That is correct, sir. 

The CuHarrMan. I have had complaints from some of these organi- 
zations making synthetics saying that certificates of necessity were 
given to certain companies and not to others; celanese and viscose. 
Is there any reason why one should be given preference and another 
should not? 

Mr. Harrison. None that [know of, sir. That particular company 
was in to see me this morning before I came up here. The facts are 
that in that case those certificates are still being studied by the 
National Production Authority people and again it is in the backlog of 
work. I am sure it will be cleared up. 

The CuarrMan. They come to me with these complaints, that is, on 
a Nation-wide scale. They say, “This company gets them and we 
do not and it puts our company to a disadvantage.”’ I do trust you 
will check up on those. 

I had another thought here, that the more certificates you give and 
the more tax amortization you pass means the less you will have to 
give out later on. So the more these big companies get the less there 
will be left for little people as you go along. 

Mr. Harrison. That is right. 

The CuHarrMan. Common sense tells me that. 

Mr. Harrison. That is right. 

The Cuarrman. Without criticizing your certificates at all as to 
what some of these big corporations have gotten, I might mention 
that some big facilities were granted in 13 days in one instance and in 
another in 7 days. All of that you know? 

Mr. Harrison. Yes, sir. 
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The CuarrmMan. Why cannot we expedite these small ones? We 
have got to do something about it, General. 

Mr. Harrison. The reference that you make to the 7 days or so is 
largely built around steel where we did pull the whole group together. 
We established our ground rules and then processed them. 

The CHarrMan. That is true but there were some besides steel, as 
you know. 

Mr. Harrison. Yes; but again they are in these basic resources. 
But again, please, | am chagrined beyond words that we are so far 
backed up with our work. 

Senator Capenarr. General, let me ask you this question: Are you 
not governed almost entirely on these amortization certificates by the 
urgency on the part of the procurement agency? 

Mr. Harrison. As I said in my statement we tried to pick out at 
least what we thought were the most urgent ones. 

Senator CaPeHART. A procurement agency meaning the Army and 
Navy and the procurement agencies themselves, do they dictate the 
ones that are needed today and must be passed today in order to get 
production underway? 

Mr. Harrison. They indicate to us the ones; yes. 

Senator CapeHarr. Is that not the basis on which it is being handled 
at the moment? 

Mr. Harrison. Yes. We try to pick the most pressing ones. 

Senator Capenart. The Air Corps comes in and says, “We have 
got to get this particular product. under production,”’ and the Navy 
comes in and says, ‘‘This is a must, we have got to get going on it.” 
Is that not pretty much what is governing the issuance of these cer- 
tificates? 

The CuarrmMan. Yes; but further than that, Senator and Mr. Har- 
rison, there is another fact: Agencies of the Government outside the 
Army and Navy come into this. For instance, the Defense Transport 
Administration has to certify to certain things. In other words, if an 
agency wants some locomotives you could not certify them, would 
they not have to go through Commerce? I do not mean for purposes 
of the Navy only, but for all things? 

Mr. Harrison. That is right. 

The Caarrman. A lot of these agencies tell me they are getting 
things over to you—and I can understand that they may have help. 
I wouldn’t say better help than you, but they are old-line agencies; 
they have their regular help, and they can work much faster. You 
say your agency is limited in its employment. Naturally, they could 
do it faster than you. 

Mr. Harrison. Here is a weekly report; that shows what is pending 
in our agency. 

Senator Bricker. Have you processed the applications for certifi- 
cates in steel and aluminum generally? 

Mr. Harrison. With the exception of a number of pending steel 
applications, we pretty well have rounded out the steel and the 
aluminum. But I would say that we have several dozen rather 
modest-sized steel expansions in process. 

Senator Bricker. Of course, those are the basic things that you 
have to get out of the way first? 

Mr. Harrison. Right. 
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The Crarrman. I want to ask this one question—and I want it 
distinctly understood that no cotton man has asked me about it— 
but I happen to notice that in these tax-amortization certificates on 
steel vou gave most of them 85 percent. 

Mr. Harrison. Sir, again may I rely on my recollection. My rec- 
ollection of steel was that it was in the broad order of seventy-odd 
percent. Could I ask somebody here who knows that? 

Frank, do you know the steel? 

Mr. Creepon. Yes. We gave blast furnaces 85 percent; open 
hearth to make ingots, 75 percent; and finishing facilities, 60 percent. 

The CHarrmMan. That leads into this question—and I want it un- 
derstood that I am bringing this up myself; nobody is asking me to 
do it—I notice you gave cotton duck, for instance, 60 to 70 percent. 
I mention cotton duck because it was discussed here before about the 
different mills. Why was it 60 to 70 percent? I was just curious to 
know; nobody has asked me. 

After the last war the cotton-duck mills at home—and when I say 
“at home” I mean the Carolinas—did not have any market for the 
duck, so to speak; so they had to change the machinery. As you 
probably know, if you worked the percentages, they did away with 
that type of machinery. 

Now, would you believe that there would be a demand for cotton 
duck after this is over, to the extent of 40 percent when you amortized 
them to 60? Why did you set them at 60 to 70 percent? Do you know 
the answer to that? 

Mr. Creepon. No, sir. 

The CuarrMan. Well, who does? 

Representative Parman. Mr. Creedon answered the question 
awhile ago. 

Mr. Harrison. Senator, would you be good enough to let me under- 
stand the question? Did you say why was it 

The CuHairmMan. Just for curiosity’s sake, I want to know why 
cotton duck is amortized at 60 to 70 percent and others are amortized 
higher. 

Mr. Harrison. Sir, I cannot say. As I indicated in my statement, 
we have no formula that we apply. 

The CuarrmMan. I understand. 

Mr. Harrison. We have some broad ground rules, and the greatest 
determining factor 1s what is thought to be the utility after the 
emergency. 

The CuHairman. That is right. 

Mr. Harrison. That is a broad generalization. Then there are 
other considerations, but the thought generally is that cotton duck 
will have considerable use; that is, the facilities incident to making the 
cotton duck. 

I cannot answer on a precise figure why one figure was 75 and 
another 72. We have to take each case and try to consider it. 

The Cuatrman. Then again Congressman Patman earlier brought 
up the question of cement factories. Why are certain cement fac- 
tories amortized in certain sections with one company given six or 
seven certificates and other companies have been given no certifi- 
cates? 

Mr. Harrison. Sir, in the case of cement, there was clearly indi- 
cated a regional shortage in the Southwest and on the Pacific coast. 
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It was clearly indicated that there was need for additional cement for 
the defense effort in those areas, and that is what has been done. 

The Cuarrman. Is there not a shortage in the District of Colum- 
bia? 

Mr. Harrison. Not that we know of; no. To the best of my 
knowledge, there has been nothing authorized other than in the South- 
west van tt the Pacific coast. We try to do it on a regional basis. 

The CuarrMan. Do any of those who made application show by 
their reports that there is a shortage? 

Mr. Harrison. I do not know. We may still have some pending 
that are under study, but I am only talking about those that we have 
processed. 

The CuarrmMan. Well, again I refer to a firm here that has gotten 
lots of certificates in a hurry. I draw attention to the Kaiser-Frazer 
organization. You know the certificates you have given them. 

Mr. Harrison. Which one is that? 

The CuarrMan. Kaiser-Frazer. They probably should have them, 
but there again it is a question—lI urge you to expedite the smaller 
ones; that is all. 

There are a few questions I wanted to ask for the record, Mr. Harri- 
son, while you are here. 

I want to get the record straight, if I possibly can, on this. I have 
had these questions typed: 

Is it not true that priorities for materials are primarily obtained 
through the use of DO ratings originally set up by NPA Regulation 2? 

Mr. Harrison. Yes, sir 

The Cuarrman. Now, for the record, would you explain how a 
manufacturer who wants to expand the capacity of his plant can 
obtain priority for building materials if he has no Government con- 
tract for his product, no Government loan, and no tax-amortization 
certificate? And I assume that that manufacturer would have an 
end product that the Federal Government needs. 

Mr. Harrison. Yes, sir, very readily. 

The CHairman. Because we have been told in situations where 
they did not have a contract for defense work or if they did not have 
an obligation to some other company who had one, even though when 
it was made it could be sold for defense work, that you could not move. 

Mr. Harrison. There are, sir, as I recall the latest figures, 101 or 
102 field offices of the Department of Commerce which have sections 
in them devoted to the work of the National Production Authority, 
and any contractor or anybody involving use of materials of any kind 
has the right to go to those field offices, ask for the help, and in turn 
the field office comes in to Washington and tries to get the necessary 
expediting help. 

Now, that expediting help may take one of several forms. 

The CuHairmMan. That is what I was concerned with. 

Mr. Harrison. It may be, sir, a directive placed upon a mill to 
insure such-and-such a thing, or it may be a product of some telephone 
calls or some letters by the staff of the National Production Authority 
to the particular firm that is furnishing the material, asking for them to 
help this particular contractor. 

Now, those are the two broad ways. 

To the best of my knowledge, no private contractor has been 
authorized the right to use the DO rating. That right has been 
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restricted to the Department of Defense and the Atomic Energy 
Commission. 

The CuarrmMan. What was that you said? 

Mr. Harrison. That right to use the priority rating has been 
restricted to the Department of Defense and the Atomic Energy 
Commission. 

Now, we have issued just recently what we call an MRO order, 
which is “maintenance, repair, and operating”’’ material, and contrac- 
tors have been authorized the right to place priorities up to a given 
amount of such material that they have found they can use; but, in the 
construction of new buildings and the like that you have been talking 
about, no priorities have been issued, but directive help has been given 
and expediting help has been given. 

The CHatrMan. Except to the Atomic Energy or the Defense 
Department? 

Mr. Harrison. Or Defense Department. 

The CuarrmMan. And that comes through Commerce? 

Mr. Harrison. Yes, sir; through the National Production Au- 
thority. 

The CuarrMan. As I said before, there is no Government contract. 
So, how can he get any, except to be helpful? That’s all. 

Mr. Harrison. Sir, we are in business to serve the public. We 
make our services available, and we do every conceivable kind of 
thing for the general public that comes in. We do try to help people 
who have difficulty in getting materials. We don’t often fail, but 
sometimes we do. 

It may well be that you have some cases where we have been 
unable to give them help. 

The Cuarrman. I have been asked that question by several people 
who wanted to get certificates of necessity and tax amortizations who 
had no Government contracts but who thought that perhaps they 
would have some as the program went along, because the contracts 
themselves have been way behind in being let. As a matter of fact, 
the military appropriations of last year—when I say “last year,” I 
mean of October—the appropriation bills of September and October 
have not as yet been determined upon, according to Mr. Lawton, 
who is in charge of the budget. He said yesterday he had not worked 
it all up. 

Mr. Harrison. There is no relationship between a certificate of 
necessity and expediting help. 

The CuatrmMan. Do you believe that there exists confusion on the 
part of businessmen and that some of them believe they must obtain 
a certificate of necessity in order to obtain priorities and allocations? 

Mr. Harrison. Yes; I do believe there is some confusion. 

The CuarrmMan. How can you do anything more about that? 

Mr. Harrison. Other than some general educational work, which 
is what we are trying to do all the time. 

The Cuarrman. Could the Commerce Department agencies which 
you speak of throughout the country, who handle all this, could they 
give more publicity to it? I do not say they have not tried to do it. 

Mr. Harrison. We have tried. 

The Cuarrman. After all, they can only ask the press to carry it. 

Mr. Harrison. We are trying: yes; sir. 

The CuarrMan. I was going to ask you: What is the comparative 
status of a contractor with a defense contract who does not choose to 
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request a tax-amortization certificate? How does he obtain alloca- 
tion, priorities, and such? 

Mr. Harrison. Sir, we would help him. I would hope we would 
help him more than we would help the other fellow. 

The CuarrMan. I understand that; you hope you would help him. 

Mr. Harrison. And we do, sir, except that I must say to the best 
of my recollection I know of no instance where a contractor is expand- 
ing for some Government work and he hasn’t asked for accelerated 
depreciation. I won’t suggest there isn’t such a case, but I don’t 
happen to know of one. 

The CHarrmMan. The trouble about that, Mr. Harrison, is that a 
lot of people do not know how to ask. I say that with all due respect 
to a lot of people way in the backwoods of the United States. 

I know some contractors, for instance, who were on this atomic 
work at home—I mean subcontractors—I do not mean these con- 
tractors who are building the plants. They did not know how to go 
about it. 

Mr. Harrison. There have been two thousand-odd applications 
put in to us in the last 10 days. Somebody is learning awfully fast. 

The Cuarrman. That is right. That is what we are trying to do 
with you here today, too. I mean, by that, to get as much over to the 
people as possible. From the last hearing, I sent out several thousand 
of those. They are finding out now. 

Senator Carpenart. You mean there are people who feel they cannot 
get a DO order unless they have an amortization certificate? 

Mr. Harrison. I am sure some people feel that way, Senator. 

Senator Carpenart. How could they possibly? Every war order, 
every defense order covers a DO; does it not? 

Mr. Harrison. That is what I think, but there may be some other 
case; | wouldn’t say. 

Senator Capenart. Every order that they issue for defense materi- 
als covers a DO priority. It is written right on the contract; is it not? 
In fact, | know it is. 

The CuarrmMan. That is correct. General Harrison is trying to do 
what he can, but he agrees with me there are still a lot of people who 
do not know about it. 

Mr. Harrison. There is a lot of confusion about the thing. 

The CHarrMan. That is why you got 2,000 applications here in the 
last week, probably, because they are beginning to find out. 

Mr. Harrison. Sure. 

The CuarrmMan. That is what I am trying to do, to make a record 
here to help the people who still do not know. 

Senator Capenart. That is why I said I wanted to further empha- 
size the fact that there is no relationship between a certificate of 
necessity and a priority to secure materials. 

Mr. Harrison. And expediting help of some sort. 

Senator Capenart. No relationship whatsoever. 

The CuHarrMan. That is correct. A lot of people still do not 
understand. 

Mr. Harrison. A lot of people are still confused; there is no ques- 
tion about that. 

The CHarrmMan. Are the various applications for tax certificates 
and priorities processed separately? 

Mr. Harrison. Yes, sir. There is no relationship between them, 
sir. 
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The Cuarrman. What do you think of an amendment to allow 
renegotiations of these tax-amortization certificates at a later period 
when it can be more easily determined whether the plant or facility 
has a greater postwar use? 

Mr. Harrison. If I understand that question, sir; it goes to the 
point—— 

The CaarrmMan. You spoke on it earlier. 

Mr. Harrison. Sir, the basic concept that I understand Congress 
intended was to give a businessman the right to write off part of 
his investment in the early years. He has got to do his financing 
based on that. 

Now, if at some later day 4 or 5 years from now somebody takes 
that up and is given the right to change that, my own judgment is 
that expansion will stop. 

The CHarrmMan. When I said somebody was given the right to 
change it in later years I had in my mind—you were asked a similar 
question earlier today—the new bill. Do you believe that any such 
amendment in the new bill would stop the expansion program? 

Mr. Harrison. I would think so, yes. I would think it would be 
a very serious injury to the expansion program, sir. 

The Cuarrman. I wanted to get your idea on that. 

Mr. Harrison. Because that leaves an uncertainty in the future. 
And again, we all must remember that 3 or 4 years from now, if we 
are blessed with peace and we are not under the emergency we are 
now under, no matter what it was we did today it would have been 
proven to be wrong 3 or 4 years from now. You never are able to 
judge these things against the background of the conditions at the 
time you took the action. 

The CuarrmMan. | am not going to differ with you on that, but I 
merely wanted to get something for the record here because that has 
been thought of and some people have suggested that that be in the 
new bill to be written up. 

Do you not think the definition of national defense— 

Senator Bricker. Just 1 minute, Mr. Chairman. May I ask a 
question? 

The CHarrman. Certainly. 

Senator Bricker. As I understand it, all of this deferment will be 
recaptured later if the facility is used in peacetime production? 

Mr. Harrison. It will either be recaptured in the form of added 
taxes or in the form of benefits to the consumer when the price of the 
product sold will be lower. I don’t think there is any guarantee that 
the Government as such will recapture it, but the consuming public 
will. 

Senator Bricker. The only purpose of this law, now, is to get more 
production and get it with private capital? 

Mr. Harrison. That is right. 

Senator Bricker. And this is only an inducement? 

Mr. Harrison. That’s right. 

Senator Capenarr. In other words, if a firm is successful over a 20- 
year period, of course, the Government loses nothing in taxes and the 
concern gains nothing? 

Mr. Harrison, And the consuming public may pay a lower price 


for the product sold. 
Senator Capenarr. They might and they might not. 
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Mr. Harrison. Well, it is reasonable and we expect that they would. 

Senator Capenarrt. If they operate over a period of 20 years, they 
gain nothing and lose nothing. But the advantage to the small man 
is that it enables him in the first 5 years, when getting started with a 
small amount of capital, to plow back his profits into his business, as 
we once were able to do before we had these $75-billion budgets. 

Mr. Harrison. Did I answer the question, Senator? 

The CHarrmMan. Yes; you answered the question. The question 
had been raised to me and several letters had been written to me about 
it in connection with the new bill whenever it comes over. But, as 
Senator Capehart said, I can appreciate the benefits to the smaller 
man and, as a matter of fact, that is the only place you could start off 
as a small man. There again it is all the more essential that you, 
under the National Production Act, wherever possible help the small 
men and get these certificates out to the small men so that it will not 
all be going to the larger concerns. I agree with what he says. 

Do you think the definition of national defense—that is, the present 
definition in the bill—could be narrowed to exclude plants and facili- 
ties which have only a small bearing upon our national defense effort? 

Mr. Harrison. Senator, sir, I think the greatest good can come 
to this country when we have more of our resources, that is, more 
steel, more aluminum, more chemicals. The advantages are obvious 
and particularly the advantages with respect to curbing inflation. | 
happen to be wholeheartedly of the view that we ought to have more 
expansion. 

The Cuarrman. In other words, you strongly believe, as some of 
us do up here on the Hill, that the cure for this situation in America 
is more production from the farm right straight on to the factory? 

Mr. Harrison. That is right. 

The Cuarrman. And not a restriction such as we had in the last 
war, which we were forced into then because the plants in the last 
war were not even to be compared with the plants in this war, through 
OPA or through restrictions of material? 

Mr. Harrison. And I think this deferred tax benefit is a very, 
very modest price to pay for that security. 

The CHarrMAN. | certainly agree on that. Otherwise, 1 would 
never have been a party to suggesting it to the chairman of the 
Finance Committee who wrote the amortization part. When we 
had the hearings here in the caucus room it was this committee that 
asked that that be studied at the time because it had been recom- 
mended to us by the different witnesses, Mr. Baruch and others who 
came down to testify, and even the Secretary of the Treasury himself. 
It was then tied in with the certificates of necessity. 

What do you think about the allocation of these materials? Do 
vou agree that production is getting to such a point that we will have 
less hardship and we will be able to allocate more materials to those 
who are not, we will say, 75 or 100 percent on the war effort? 

Mr. Harrison. Senator, granted that there will be no change in the 
military program which, of course, is a considerable uncertainty, but 
granted that the military program stays about in the proportions it 
is now projected, | would hope that within another 12 to 18 months 
there would be sufficient of the basic resources brought in so that we 
would pretty nearly be able to satisfy a civilian economy gaited to 
about 1949 usage. 
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The Cuarrman. Insofar as civilians are concerned? 

Mr. Harrison. That is right. 

The Cuarrman. Now, there is one important thing and then I 
will be through, and I am glad Senator Bricker is here because when 
we wrote this last law we had certain ideas about agriculture and 
about farms. As I remember, it was our thought here that perhaps 
under the law we might give the President the right to take things 
over on the farm if we needed such a thing as that. 

In the meantime, you have had lots of applications from the De- 
partment of Agriculture for certificates of amortization. My informa- 
tion is there have not been many approved. Am I correct? 

Mr. Harrison. Might I look at my record here for just a minute, 
sir? 

The CHarrmMan. I understood that perhaps the theory of our 
thoughts along another line affected that. 

Mr. Harrison. There has come in to the Department of Agricul- 
ture, in total, 198 certificates. There are still 150 of them there, 
according to my records, sir, and there are 29 of them that are cur- 
rently in our shop. The balance have been processed. 

Senator Capenart. You mean the Agriculture Department is sit- 
ting on 150 of them at the moment? 

The CuarrmMan. Oh, no. 

Mr. Harrison. Well, sir, I wouldn’t say sitting on them. It may 
be that they have just come in. I do not have the date. 

Senator Capenart. In other words, they have not processed them; 
is that right? 

Mr. Harrison. I think this committee would be very interested to 
know that week by week we have a study of the age of these applica- 
tions. We know how many are with us 4 weeks, we know how many 
are with us 6 weeks, we know how many are with us 12 weeks, and 
over. We know how many are with each of the departments. 

The CuatrMan. How many did the Secretary of Agriculture send 
over to you that you approved? 

Mr. Harrison. There have been 4 approved and 15 denied to 
date, and there are 29 pending. 

The Cuarrman. My information is, and I might be incorrectly 
advised—not by the Secretary; I talked with him last week—you 
said you approved four applications? 

Mr. Harrison. Yes, sir. 

The CuarrmMan. I have some sort of idea that might be wrong, 
but I think it is right, that they think because of the statements that 
we made in the press and other statements that were made, that 
Agriculture was supposed to sort of be separate. You have no such 
idea, do you? 

Mr. Harrison. No, sir; I have no such idea about the thing. 
These certificates come in to our shop. If they are to go to the Agri- 
culture Department or to another agency, they are routed there. 
Then we attempt to follow them up to get some action on them to get 
them back to our shop. 

The CuarrmMan. And you had 150 applications, approximately; 159 
did you say? 

Mr. Harrison. No, sir, a total as of April 6—this is the record as 
of April 6—there were filed to date with Agriculture, 198; 4 have been 
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issued; 15 have been denied; 150 are pending in the Department of 
Agriculture; and 29 are pending in the Defense Production Adminis- 
tration. 

The CuHarrman. In other words, you still have 29 pending? 

Mr. Harrison. Twenty-nine; yes, sir. 

The Cuairman. But they have 150 pending? 

Mr. Harrison. One hundred and fifty; right. That happens to be 
our weekly record. I don’t remember what it was last week. 

Senator Carenart. They probably have not much to complain 
about. They are sitting on 150. 

Mr. Harrison. On the other hand, the 29 in our shop are too many 
and we ought to clean them out. 

Senator Capenarr. I would say 150 in their shop is too many and 
they ought to clean them out. 

Mr. Harrison. I think we all agree with that, that we ought to 
process these things more promptly. 

The Cuatrman. I asked the RFC to furnish me with all the loans 
and requests for loans, which will be made a part of this hearing. I 
understand there are 100 applications awaiting action by the Com- 
merce Department as of April 6, and that some of the applications 
have been there since January, and most of them are from little busi- 
ness. 

Mr. Harrison. Loans did you say, Senator? 

The CHatrmMan. Yes; defense loans. There again I bring up the 
question of little business. I saw the figures and I saw the amounts, 
so I judged them to be small loans, but I do not know. Small busi- 
nesses. One hundred are waiting at the Commerce Department, and 
at the same time they represent little business. 

Now, I have asked so often during this hearing that all I can say is 
that I do wish all of those things pertaining to small business could be 
gotten after as quickly as you can. 

Mr. Harrison. My records, sir, do not indicate any such number. 
I will have to get the record on that. 

The CuarrMan. I got the records from the RFC. They sent them 
down to me, I think on Friday. I asked for the full details. We will 
put it in the record and you can see what they said. 

(The material referred to follows:) 
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Mr. Harrison. Perhaps Mr. Fleischmann can answer that? 

Mr. FLEIscHMANN. I just want to make one point: There are man 
loans awaiting consideration, but the fact of the matter is, and I thi 
that the Congress should understand it, that no matter what we did 
with the loans, they are basically held up because there aren’t any 
funds available at the present time; so that we could only expedite 
within reason. 

As you know, there is an appropriation now in Congress which will 
correct that but there are no funds available for loans. 

The CuarrMan. You mean there are no funds in the RFC available 
for loans? 

Mr. FixeiscHMann. There are no funds available under the Defense 
Production Act at the present time. 

Tne CuHarrman. In other words, they have used the whole 
$600,000,000? 

Mr. FLEISCHMANN. Yes, sir; it is all committed. 

Tne Cuarrman. Now, for the record, I am going to make these 
requests available. There are some large loans, but most of them 
run around thirty-five or forty thousand dollars, some $125,000, one 
$301,000. They are small companies; aircraft parts; copper mines 
are the larger ones; strategic storage batteries and other things that 
I understand we need. Some are not needed, in my judgment. 
Grinding wheels, electronic devices, hydraulic cylinders, and so forth 
and so on. 

As I understand it, Mr. Fleischmann, the entire $600,000,000 that 
the Congress appropriated to lead small business through the National 
Defense Production Act has been used? 

Mr. F.eiscHMann. It has been committed, sir. It isn’t all, as 
you know, for loans. There are foreign purchases and other programs 
which have been undertaken out of that $600,000,000. 

ae CuarrMAN. I think that was a mistake making foreign pur- 
chases. 

Mr. Fietscumann. The act specifically provided for that. 

The CuarrmMan. I understand that, but you have the stockpiling 
committee, you have the Appropriations Committee, and you have 
already spent the money. ‘There are commissions and other charges 
connected with the stockpiling activity. I am for stockpiling. It 
used to be under the Post Office Department and I am pretty well 
familiar with it. I thought it was a mistake, and I so said in the 
Senate several years ago when we cut down the stockpiling. 

But I do not think that Congress intended for the Defense Produc- 
tion Act to supplement what is appropriated down below by loaning 
through the RFC. I might say that that is one of the thoughts of the 
RFC, it has been used not only for various agencies of Government, 
as Ap say it is being used now, but just everything has been dumped 
in there. 

You do not know the amount that has been used, so far as purchases, 
for foreign purchases, do you? 

Mr. FieiscHMann. We could find that out. 

Mr. Harrison. My recollection is, Senator, that it is in the neigh- 
borhood of $250,000,000 to $300,000,000 that we have committed, 
and we have only set aside $75,000,000 of the $600,000,000 for loans, 
and of that $75,000,000 we have used $58,000,000. 
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The Cuatrman. I mightsay, speaking for myself as chairman only— 
I do not know how the rest of the committee feels about it—I certainly 
think that that section of the law, if it is renewed and if the RFC is in 
existence—nobody knows what is going to happen to that except that 
it will be up today on the floor and the Senate is in session now—it 
was my thought that that money was to be loaned to small businesses 
and other business interests, large, as well, in this country to expand 
plant capacity and so forth and so on in this emergency. That was 
my understanding. Not to supplement the Munitions Board or the 
various stockpiling agencies of the Government who have had so many 
direct appropriations made to them from the Appropriations Com- 
mittee. 

I did not vote for it but the Congress itself voted to reduce those 
— appropriations. I do not think they intended that to be 
aone., 

You say $200,000,000 of it has been used? 

Mr. Harrison. Has been committed, and that is a minimum figure. 
I would guess it is nearer $250,000,000. 

The Cuarrman. Is there anywhere where these small people could 
get any money? 

Mr. Harrison. Yes. There still hasn’t been issued this $17,000,000, 
I think. 

But I think we will get the authorization. We requested another 
billion dollars in that fund and I think that will be forthcoming. 

The CHarrmMan. Yes; but that would be about July, would it not? 

Mr. Harrison. No. We have been hoping that would be made 
available rather promptly. 

The CaarrMan. Is that in the deficiency bill? 

Mr. Harrison. Yes. 

The Cuarrman. That is $1 billion? 

Mr. Harrison. Yes. There was $2 billion indicated for this gen- 
eral purpose. There was $600 million allocated. We have asked for 
another billion to be made available, and I would expect it will be 
forthcoming. 

The CuarrmMan. Let me ask you this question: I haven’t seen the 
deficiency bill but did the House put it in there? 

Mr. Harrison. My recollection is that the House did. 

The Crarrman. Then that billion ought to be available; well, I 
think they expect to take up the deficiency bill here next week, so 
certainly by the Ist of May it should be effective. 

You probably would not know the answer to this but I have gotten 
several letters from business firms with respect to that. Have any 
of them taken that up with you? 

Mr. FierscHmMann. Oh, yes. 

The Cuarrman. Have you told them about the deficiency bill? 

Mr. FLEIscHMANN. Yes, sir. 

There is one other thing the committee might like to know. There 
is another important factor, another provision of the Defense Produc- 
tion Act which allows guaranties of loans. That was intended to be 
used for the smaller cases which usually involve working capital, a 
small firm short of working capital. Now, that ought to be financed 
through a bank and aided, if necessary, by a Government guaranty. 
The Government should not, in my opinion, be itself in this small loan 
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business. The banking fraternity ought to take care of that, aided 
where necessary as was done in World War II by a guaranty. 

That has currently been held up, however, by some kind of a ruling 
the details of which I am not familiar with, by the General Accounting 
Office, to the effect that there is a secondary liability on the bank if a 
contract is assigned as collateral. There is a bill in the House, as I 
understand it, to correct that. 

The CuarrMan. When we had this housing bill on yesterday or the 
evening before last, the Banking and Currency Committee reported 
the bill out unanimously. My judgment would be that there would 
not be any opposition in the House. If there is I have not heard of it. 
But S. 998 provides an amendment to the Assignment of Claims Act 
because certain bankers were worried about certain situations arising 
out of rulings by the Comptroller General. That bill has been reported 
out of committee so it should be coming along for Senate action very 
soon. 

Mr. F.LetscumMann. That would help the situation more than 
anything. 

The CHarrman. That would help it more than anything? 

Mr. FLEIscHMANN. Yes; it would. 

The CuHarrMan. It would give private banks a chance to do what 
the Congress intended them to do. 

Mr. Fietscumann. Correct. 

The Cuarrman. And it would lessen by that much the necessity of 
Government loans. 

Senator Bricker. That bill, as I understand it, just nullified a 
couple of rulings of the Comptroller. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

The CuatrmMan. Do you have any idea of what revisions are neces- 
sary for the processing of these defense loans? I asked Mr. Wilson 
that when he was here last week. Is there any concrete statement 
that either you or Mr. Fleischmann could give us that would help 
the procedure for processing these defense loans? Are there any revi- 
sions you would suggest? Mr. Wilson said, as I remember, that his 
organization was studying that very matter but no improvement in 
procedure seems to have been adopted yet. He said they were study- 
ing it. Has any improvement come out of it? 

Mr. Harrison. Mr. Chairman, I think again the responsibility 
rests with us as an operating matter to do a better and a more prompt 
job. I do not think it is anything more than that. I do not think 
there is anything in the law that need be clarified on it. 

The CuarrMan. It is not all with you, as I pointed out to Mr. 
Wison, because the RFC told me that under the present procedure 
small business meets great difficulty in getting defense contracts 
because the designated agencies will not certify the need for defense 
loans until some small business gets a Government contract, and the 
Government procurement agencies will not give the small-business 
man a contract until he gets the finances. So, it is a sort of an endless 
thing. That is the procedure I spoke of. 

Mr. Harrison. Yes, sir; but one of the conditions of the Defense 
Department in giving a contract out to anybody is the ability of that 
anybody to carry the contract out. 
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The Caarrmmay. Cannot there be some way to fix it provided the 
man can carry it out? 

Mr. Harrison. I know of no case, sir, where a man has a de- 
fense contract, that he cannot come and get some Government 
help to execute that contract. 

e CuarrMan, I have had several complaints on that. 

Mr. Harrison. We will try to help out on that. 

The Cuatrman. I haven’t anything further. Senator Bricker, do 
you have anything further? 

Senator Bricker. No, thank you. 

Mr. Harrison. Senator, might I say, sir, that it has been extremely 
helpful to me and our staff who are present here today, to get the 
benefit of the views of you and your colleagues on this committee, 
because, after all, what we are trying to do is to administer in accord- 
ance with the will of Congress. It is only through discussions and 
considerations of this kind that we have the opportunity to get the 
benefit of your point of view, and it has been very helpful to us to have 
this discussion this morning. 

The CuarrMan. I appreciate that, General Harrison. There was 
never any intention of this committee except to do what the law 
requires and do what is right, wherever we can, to protect the small- 
business man and get this country, as you suggested, producing and 
not having to have all these meat orders and other different kinds of 
orders, like in agriculture, because of inefficient production. 

Congressman Gamble, do you have any questions? 

Representative GamBLe. I have no questions, Senator. Thank you. 

The Cuarrman. If there is nothing further, then, we will adjourn 
the meeting until further call by the chairman. 

(Whereupon, at 12:25 p. m., the hearing was adjourned sine die.) 
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